/ 








The Internal 
AUDITOR 


JOURNAL OF THE INSTITUTE OF INTERNAL AUDITORS 











SEPTEMBER 1959 


AUDITING THE AUDITORS FOSTER E, HALL 


ELECTRONIC DATA PROCESSING— 
PROGRAMMING FOR THE 
INTERNAL AUDITOR VIRGIL F. BLANK 


THE INTERNAL AUDITOR AND 
PROFIT-PLANNING MAURICE B, T. DAVIES 


INTERNAL AUDITING IS AN APPRAISAL 
ACTIVITY ARTHUR H. KENT 


EXAMINATION OF MANAGEMENT 
OBJECTIVES HERBERT WITT 


STATEMENT ON INTERNAL AUDIT 
UNITED STATES FOREST SERVICE 











Poor see 





a relatively short course in certain important aspects of 


MANAGEMENT METHODS FOR ACCOUNTANTS 


PARTIAL LIST 
OF SUBJECTS 


Four techniques of 
prediction 
Decision-making 
methods 

Methods for planning 


Scatter diagrams with 
built-in confidence limits 
Predicting changes in 
long-term trends 
Special costs for special 
purposes: 

Opportunity costs 
Marginal costs 

Direct costs 
Controllable costs 
Variable costs 

Imputed costs 


Principle of exceptions 
Financial planning 


Business relationships 
and lags 


Trend analysis 
Standards and deviations 





PPUTUTTTITITE TAA AAA ed 


Public accountants who want to provide broader 
management services to clients 

Private accountants who want to serve management better ae 
and prepare for top management positions, and 

Others who aspire to top management positions 





@ This new IAS MANAGEMENT TRAINING COURSE teaches 

how to understand and use the tools of business measurement. 
Knowledge of these tools is essential to the accountant who wishes 

to serve manageraent better, and such knowledge is just as 

essential for a manager or any business employee who 

has management aspirations. 

@ The advanced subjects are taught by graphic methods. 
No mathematical knowledge beyond business arithmetic is required. © 
A wealth of illustrative examples and numerous diagrams } 
simplify the explanations. ha 
@ The complete course consists of 55 study assignments, each 

with an examination to be solved and submitted for correction and 


' 

grading by CPAs and returned to you with a model solution. $e 

@ The subjects covered are: 
Basic Accounting — 25 assignments al 
Economics — 10 assignments E 4 
Management Control — 20 assignments : 

®@ Either or both of the first two sections may be eliminated { 

(with a corresponding reduction in tuition) by those who have f 

had recent equivalent training and have no need for refresher 

courses on those subjects. : 

@ The [AS MANAGEMENT TRAINING COURSE is available | 

to individuals and also to firms which are interested in enrolling 

a group of employees at a special group discount. ; A 


@ If you would like further information about the course and 
a complimentary copy of one of the Management Control 
assignments, address your letter to the Secretary, 1AS, 

at the address below 


INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD, CHICAGO 6, ILLINOIS 


STRESS Eee | 
SNe Ct I EP hes * 























World's lorgest home study school, 
famous since 1891 os “Almo Mater” to distinguished 
grodvctes in oll wolks of lile—more thon 6,750,000 

students todoy—1.C.S. hes also achieved prominence in 
the held of employee trowing Throughout the United 
Stotes ond Conoedo, 5,977 top firms ore presently troining 


ae 
Sationals with Tape Recorders return 


150% annually on our investment.” . 


International Correspondence Schools, Scranton, Pa. 
Division of Internationa! Textbook Company 


"*1.C.S. is built on the concept of individual, personal attention to the 
student — the kind of attention that keeps us ‘by his side’ every step 
of the way through his training with us. 

“This demands the best of student service in all phases of our op- 
eration. It's particularly true in our Student Accounts Division, where 
posting more than 75,000 active accounts, plus our need for timely 
stotistical reports, demands o highly efficient system. 

**Our five National Class 32 Machines and National Punched Paper 
Tape Recorders return 150% annually on our investment. As on inte- 
gral port of ovr accounting department, these mochines provide ao uni- 


form flow of data on punched 
paper tapes which hove greatly fff RU lime) 






simplified our accounting pro- 
cedures."' 





LS 
President, International ya 
Correspondence Schools ¥ 


THE NATIONAL CASH REGISTER COMPANY, dayton 9, ohio 
1039 OFFICES IN 121 COUNTRIES 
75 YEARS OF HELPING BUSINESS SAVE MONEY 


INTERNATIONAL CORRESPONDENCE SCHOOLS 


employees through CS. job-reloted instruction 







Punched paper tape is created avto- 
matically os a by-product of posting 
student accounts. 


*TRAOE MARK @EO. U.S. PAT. OFF 
Wational ; 
ACCOUNTING MACHINES 


ADDING MACHINES + CASH REGISTERS 
ace parte (No Carton Rrovirto) 





PPAF IPIPIIIDT DHT I VAVIPIPAPTEPEPATAPEF L7G 


PEEL OG 





“ 
na 


~~ 


, 3 


feisii 
“Pee TELE 


as 


THE WAVY LINES @ ARE 
A LAMONTE TRADE-MARK 


RELIANCE 


Banks rely on many experienced 
suppliers for goods and services 
essential for efficient operation. 
Over the years George La Monte 
& Son has earned a reputation of 
dependability in serving bank- 
ing with a check paper embody- 
ing both safety and quality ... 
the check paper on which count- 
less banks regularly depend. 


Ask your lithographer to show you 
samples ...or we will gladly send 
them direct. 


GEORGE LA MONTE & SON 


NUTLEY 10, NEW JERSEY 





‘ 
« 

® 

Ps 
ww 
= 
‘ 

« 
. 
. 
x 
* 
% 
+ 
. 
6 
° 
“ 
~ 
© 
« 
. 
« 
&, 
e 
» 
« 
® 
~. 
~ 
~ 
& 
. 
* 
~ 
bea 
~ 
“ 
Soy 
© 
we 
‘ : 
“~ 


SEPTEMBER 1959 


Vol. 





CONTENTS 


President's Page 
Authors and Articles 


Auditing the Auditors By Foster E. Hall 
Electronic Data Processing—Programming for the 
Internal Auditor By Virgil F. Blank 
The Internal Auditor and Profit Planning By Maurice B. T. Davies 
Internal Auditing Is an APPRAISAL Activity By Arthur H. Kent 
Examination of Management Objectives By Herbert Witt 
Statement on Internal Audit United States Forest Service 
The Round Table Edited by Robert C. Baird 
Readers’ Problem Clinic Edited by Frederic E. Mints 
Student’s Department Edited by Charles A. Windt 
Audit Reports Caterpillar Tractor Company 
Fundamental Principles for Constructing an 
Audit Report By George F. Malecek 
What the Internal Auditor Expects of 
Management By James R. Evans 


Auditing Case Studies 
Readings of Interest to Internal Auditors 
Employment 


on Ww 








1959-1960 CONFERENCES 


8th SOUTHWEST 
BAKER HOTEL 
DALLAS, TEXAS 


OCTOBER 22, 23, 24 


19th INTERNATIONAL CONFERENCE 
SCHROEDER HOTEL 


MILWAUKEE, WISCONSIN 


JUNE 12, 13, 14, 15 





The Internal Auditor 


JOURNAL OF 


THE INSTITUTE OF INTERNAL AUDITORS 


SEPTEMBER 1959 No. 3 


THE PRESIDENT’S PAGE 


ir specialized profession of internal auditing, it seems to us that two 
eater service to one’s 


y ond 4 

basic obligations are involved: one, an urge for gt 
ind two, al eagcrness f« r profe ssional ach vement 

¢ > 
nis acceptance ut re sponsi 


firm 
()ne's terest in his con pany show up m 
lity ; for example, in the way a man plans his owt development, and in his 
attitude toward those who work with him. There is a clear responsibility 
or the internal auditor to continue the pursuit of knowledge in the many 
helds in which he should be- versed; for training associate for developing 
( ind better ways of doing things; and for continually expanding into 
broa iTreas oF service, 
} is1 require more extensive knowledge ot ce ny any opel tions ind 
t more thorough understanding of operating and management controls. 7 
this knowledge must be added the perspective of management and the trai 
ol personality that will give assurance to those who receive his reports 
1 are also yen rally career oriented 


Those who are company minded 
iccomplishments and professional achievemerits go hand-in-hand 
© participate 1 


1 natural desir« 


usimess 
ictive in business will have n 
activities, an eagerness to extend his knowledge and ideas for 


hus, on 


, 
prolessionali " 
the benefit of the profession as a whole. This may take the form of active 

or cooperative research, 


li 


participation in the affairs of one’s local society) 
peaking or writing. 

This individual approach toward job and profession is the basis of ot 

theme for the year: “Helping Yourself to Progress.”” Many chapter pro 


grams this year should be designed to implement this theme and assist mem 


[RIST 


in their natural desire for professional improvement 
R. Gite 


bers 1n 
W ALLACI 








AUTHORS AND ARTICLES 


AUDITING THE AUDITORS 


The auditors now audit almost everything—but who audits the auditors ? 
The United States Army Audit Agency contains a group which does just 
that—the Office of Review and Evaluation. The express purpose of this 
group is to report to top management on the efficiency of the audit operation 
and how policies and procedures are being carried out throughout the world- 
wide organization. 


The author of this article presents a discussion of the ways in which the 
Office of Review and Evaluation performs its function through its broad 
basic approaches of survey of field offices, post review of audit reports, and 
indications from outside sources. The result of this continual review is 
current evaluation of policies and procedures and an informed and confident 
agency management. 


Foster E. Hall is Assistant Chief, U. S. Army Contract Agency, Office 
of Review and Evaluation. He has been an executive accountant and auditor 
in the Federal Government for the past fifteen years. Prior to that he was 
employed in managerial or accounting capacities in several different firms 
Mr. Hall is one of the authors of the Contract Audit Manual of the Depart 
ment of Defense, has written several technical articles, and has been a guest 
lecturer at colleges and Army training schools. He is a member of the 
Federal Government Accountants Association, the American Accounting 
Association and the Institute of Internal Auditors. 


EDP—PROGRAMMING 


Utilization of electronic equipment has now moved from the point of 
simply acquiring knowledge of its capabilities to that of using this knowledge 
in particular applications. The main segments of interest to the auditor are 
internal control and audit trail. 


In this article the author discusses factors to be considered, such as 
input control, processing control, and mechanical, programmed, logic and 
output controls. He then discusses the need for audit trail and the part 
the auditor should play in programming to achieve the best internal controls 
and the necessary audit trail. 


Virgil F. Blank is a partner in the San Francisco office of Haskins 
and Sells, specializing in systems practice. He is also the Pacific Coast 
consultant for the firm on commercial applications of electronic data-pro- 


cessing machines. Mr. Blank studied electrical engineering at Oregon State 
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College and during World War II worked in the Army Signal Corps on 
installation of electronic devices. He is a CPA in California and has in- 
structed classes in accounting. He is a member of the American Institute 
of CPAs and the California Society of Certified Public Accountants. 


PROFIT PLANNING 


Profit planning is a function of management. Should it also be a part 
of the internal auditor’s function? Since the auditor’s responsibility is 
evaluation of the effectiveness of controls, review of profit planning provides 


an opportunity for really effective service to management. 


Various phases of the profit-planning function-budgeting, capital ex- 
penditures, taxes, financing, cost reduction, method improvement, and in- 
ternal auditing itself—are discussed in “The Internal Auditor and Profit 
Planning” in terms of points to which the auditor should direct his attention 


and how he should consider them 


Maurice B. T. Davies is regional consultant, management services, with 
Lybrand, Ross Brothers and Montgomery and manager of its Los Angeles 
management services department. Prior to his present association, he was 
engaged in public accounting, in industry and in management consulting. 


He was born and educated in London, England, and came to the United 


States in 1943 as a staff officer with the Combined Chiefs of Staff. He 
holds CPA certificates in New York, Oklahoma and California and is a 
member of the American Institute of CPAs, the Institute of Chartered 
Accountants in england and Wales, and the Institute of Internal Auditors, 
of which he is a director. He was editor of The Internal Auditor from 
1955 to 1958 and the Thurston Award winner for 1952 


AUDITING AS APPRAISAL 


Broadening the scope of internal auditing means both auditing areas 
not previously covered and extending coverage of areas presently audited. 
Chis concept can apply equally to small as well as large companies and to 
all types of business. 


“Internal Auditing Is An Appraisal Activity” stresses the differences 
between verification and appraisal and discusses methods to be used in 
appraising the various activities to be audited. How to approach an opera- 
tional audit, some of the questions to be answered, and particular qualifica- 
tions needed for this type of auditing are here presented, 

Arthur H. Kent, now retired, was supervising auditor of Lockheed 
\ircraft Corporation. Before joining Lockheed he had been general auditor, 


Standard Oil Company of California. Mr. Kent, who was born and educated 
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in England, is a speaker and lecturer of note and has written extensively 
for professional pulications. He is a member of the Institute of Internal 
Auditors, former chairman of its Research Committee, and first winner of 
the Thurston Award. 


MANAGEMENT OBJECTIVES 


Clear objectives are a necessity for any company. Accomplishment of 
the objectives requires definite policies, procedures, budgets and programs. 
All of these major plans are the province of management, but the internal 
auditor can be of great assistance through his evaluation and appraisal of 
the company’s operations. 


The nature of the review, questions to be considered in evaluating the 
objectives and their attainment are the subject of “Examination of Manage- 
ment Objectives.” Mr. Witt concludes, “The review of financial activities 
and operating activities in light of management objectives will help make 
the auditor’s report more useful.” 


Herbert Witt is Program Director, Office of Plans and Evaluation, 
Western Region, U. S. Army Audit Agency. Prior to joining this agency 
he was employed by Price Waterhouse & Co. He holds an M.B.A. from 
the University of California, has written several papers for professional 
publications, and is a member of the American Institute of CPAs and the 
California Society of CPAs and is Vice President of the San Francisco 
Area Chapter of the Institute of Internal Auditors. 


STATEMENT ON INTERNAL AUDIT 


Internal auditing activities have been greatly expanding in the Federal 
government over the last few years, In the Department of Agriculture 
all of the major activities and funds are now subject to internal audit by 
the staffs of the various agencies. 


With the expansion of activities has come a need for setting down a 
clear statement of the scope and activities of internal audit staffs within the 
department. Included in the “Statement on Internal Audit” are definitions 
of the nature, objectives, and scope of internal audit. The statement itself 
provides a general standard and is subject to variation according to differing 


conditions in the agencies. 








AUDITING THE AUDITORS* 
By FOSTER E. HALL 


Assistant Chief, U. S. Army Contract Audit Agency 
Office of Review and Evaluation 


WW N the subject of auditing is under discussion in any mixed group 
of auditor and nonauditor personnel, someone is sure to comment 
that they are all audited to the end of their patience, but “Who audits the 
auditors 7” The answer to that in the U, S. Army Audit Agency is: the small 
but highly qualified staff of the Office of Review and Evaluation. Together 
we perform what might very well be termed an internal audit of an audit 
agency. 
\pproximately 1] years ago the U. S. Army Audit Agency was 
reorganized with the principal objective of merging the Contract Audit 
Division and the Internal Audit Division into a single Office of Audit 
(perations. In order to permit the staff of that office to concentrate on 
operations, the responsibility for policies and plans was placed in a separate 
office. Then to assure top management that the policies adopted and the 
plans made were uniformly applied and implemented throughout our world- 
wide organization, an Office of Review and Evaluation was established 
This office has the responsibility for applying internal control and review 
techniques that will assure top management that established policies are ap 
plied in all field offices, and that audit performance meets required profes 
ional standards, We are responsible for directing programs for the review 
ud evaluation of the adequacy and effectiveness of audit plans, policies, 
programs and procedures, and for identifying problem areas and for recom 
mending remedial action. We report to the Chief and Deputy Chief of the 
\gency on the general efficiency and effectiveness of operations ; we appraise 
ominand’s acceptance of audit recommendations, evaluate the quality of 
audit performance, and make investigations of reported or suspected irregu 
larities. 


I feel sure that the executive head of every large organization must have 
jelt frustrated at times and unsure of the reliability of operating information 
after it has come to him filtered through many succeeding layers of manage 
ment. A young man, whom I know quite well, has a position as Administra 
tive Assistant to a highly placed executive. Recently after a hard day the 
executive told this assistant that his whole office organization and staff 


needed reorganizing and the Administrative Assistant was to plan it. The 


* Delivered before a Washington Chapter meetings 
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assistant felt that the staff and organization were satisfactory, so he asked 
the boss what, in his opinion, was wrong with them. His reply was, “I don’t 
know, that’s your department, but there must be something wrong with it 
because I’m so tired every night when I get home.” Well—that struck me 
as sort of getting the cart before the horse, but the thought kept coming 
back to me—and it came back to me forcefully the other day when I was 
reading an article (President’s Scratch Pad, September 1956 issue of 
Management News) by the President of the American Management Asso 
ciation in which he said: 


“A useful measurement of our own effectiveness as executives is 
the extent to which we tan relax in the realization that our work is 
being well handled by others.” 


He then cites the practice of airplane and steamship captains calmly 
roaming about the ship, chatting with the passengers, creating the impres 
sion that there is no reason for concern. He says the captain can behave in 
this way because he is confident that the operating activities on the ship 
are being handled by well trained, competent people. That leaves the captain 
free to roam about as he wishes, when and where he wishes, to see that every 
thing is in order. If the captain sticks at the wheel, he cannot be anywhere 
else. Having a good pilot on the job, however, permits him to go from engine 
room to bridge at will. Now this seems like good management, but the chief 
executive of a large organization with offices all over the world cannot make 
these inspections “from bridge to engine room” without help—he needs an 
internal audit staff to be his legs and eyes and ears. Or if he happens to 
be the chief executive of a world-wide audit organization, he needs some 
thing like our Office of Review and Evaluation. 


Assuming that the responsible head of an audit organization would like 
to have the means of acquiring direct knowledge of problem areas in his 
organization and would like a means of assuring that established organiza- 
tional controls are working, How does he do it. In presenting the methods 
that we are using, I do not maintain that they are the only (or even the 
best) techniques, but we have found them successful, and they are not 
patented. 


To acquire the desired information we use three broad approaches : 
1. Survey of field offices 


2. Post review of audit reports 


w 


Indications from outside sources 
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SURVEY OF FIELD OFFICES 


The survey is the obvious and direct approach. If you want to know 
how well a field office is doing—you go out and see. The kind of survey 
which is effective must be made by competent personnel who will dig in 
and uncover the facts about the operation, who will see things as they are, 
not as they ought to be. A good survey man should be, among other things, 
a sort of efficiency expert. Survey men should not be restricted in their field 
of inquiry. They should be interested not only in how well audits are per- 
formed—but how well they are scheduled, planned, supervised and sup- 
ported administratively. A good survey man must have a lot of curiosity. 
The survey man cannot leave any question partially answered. He must 
follow through. It is not enough to determine that an audit was not up to 
standard. We want to know why! Was the auditor misassigned? Does he 
need more training? Was the supervisor on the job? If so, what’s wrong 
with him? If he was not on the job, why not? Perhaps poor scheduling of 
supervisor's time? Perhaps the office is short on supervisors? If so, why 
has not someone been promoted? If no suitable candidate is available, why 
was not a supervisor requisitioned? If requisitioned, why has the personnel 
office not acted to fill the job? Perhaps the need is for clearer or more com- 
prehensive audit directives or instructions? Etc., etc., etc. Wherever the 
trail leads, the survey specialist should follow it until he finds the weak 
spot and is in full possession of all the facts. He is then in position to recom- 
mend the needed corrective action, and he should do so without reservation 
regardless of the level to which it must be directed. 


We require our regional offices to survey the audit offices under their 
supervision on a scheduled annual cycle. The regional offices are surveyed 
by headquarters teams on an 18-month cycle. Since our objective is to im- 
prove future operations, we concentrate our attention on current operations. 
We do not attempt to cover the entire period since the last previous survey. 


Most surveys are made by a single well qualified individual. Occasionally 
surveys are made by a team including representatives of our Comptroller 
and Staff Manager, 


A survey—like an audit—should be well planned in advance. A written 
program, tailor-made to fit the needs of each organizational element under 
survey, should be designed to provide an effective working schedule. Previ- 
ous survey reports, records of post review of audit reports, reports from 
outside sources, correspondence and other available information should be 
used in the preparation of the survey program. Survey programs should in- 
clude all areas of weakness disclosed by the last previous survey, or by other 


sources, and sufficient tests should be made to determine whether effective 
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corrective action has been taken. While sensitive areas should be fully ex- 
plored, other areas may require less attention and should be tested on a 
selective basis to provide reasonable coverage of all programmed areas of 
interest. 


The survey should be executed in a planned sequence of activities to be 
covered. It is usually started by interviewing the person in charge of the 
office being reviewed. The interview should include a comprehensive discus- 
sion designed to disclose the incumbent's knowledge of his duties and 
responsibilities. Selective interviews and questioning should be extended 
to all levels of the staff. The questions posed should fit the level of responsi- 
bility of the person interviewed. Each interview will be followed up by appro- 
priate selective tests of operations to establish the actual facts and conditions 
If weaknesses are found at any level, the cause and effect should be deter- 
mined. Findings and tentative recommendations should be discussed with 
all persons having knowledge of the facts. We then favor putting the matter 
in writing and asking for the reaction of the responsible local official, also 
in writing. If the findings are of sufficient importance, immediate imple- 
mentation of corrective action may be directed. 


The survey team should prepare work papers in sufficient detail to record 
clearly the extent of the review and the findings and conclusions reached 
Emphasis should be given to factual support of statements, conclusions, and 
recommendations to be made in the survey report. 


When a survey is completed, a conference should be held to discuss the 
survey findings, conclusions and recommendations with the head of the 
office under survey and such members of his staff as he may desire to have 
present. This “exit” conference serves to inform the staff of the office under 
survey of adverse conditions and of suggestions for effecting improvements 
It also serves to disclose any additional information or opinions that the 
staff may have on the survey findings. There may be differences of opinion 
as to cause, effect and the best course of action to correct a practice or con- 
dition, but when the facts are questioned the survey director should verify 
the information and reach agreement with all parties concerned as to the 
accuracy of the facts. Unresolved differences of opinion should be noted in 


the work papers and fully explained in the survey report. 


Survey findings and recommendations should be addresssed to the head 
of the lowest organizational element having responsibility and authority to 
take corrective action. The report should then be given wide distribution 
among executive personnel at higher echelons who have, or should have, an 


interest in the subject. A definite plan for implementation of survey recom- 
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mendations and scheduled follow-up is, of course, necessary if the full bene 
fits are to be obtained by the organization. 


POST REVIEW OF AUDIT REPORTS 
A long established and accepted technique of quality control is the sele 

tive inspection of the end product. The end product of an audit agency is 
the audit report. The audit report is very important to many of us because 
our continued employment may depend on the utility, effectiveness, integ- 
rity and degree of acceptance of our audit reports. The audit report is the 
auditor’s means of communication with management. To test the quality 
of our end-product, a small but representative cross section of the audit 
reports issued by each field office within each quarter of the fiscal year is 
reviewed. This post issuance review is in addition to (and not a substitute 
for) the usual supervisory review of the auditor’s draft report prior to 
publication. Our minimum sample is approximately 10 per cent—which may 
be increased wherever the need is indicated. The review is extended to the 


work papers whenever appropriate as indicated by the review of the report 


You may ask what we are looking for in this “Review of the Reviewers.” 
In general we evaluate the reports for quality of facts and findings, style, 
clarity, timeliness, form of presentation and scope. Time does not permit a 
complete coverage of the specific items which the reviewer looks for, but the 


following are cited as examples: 


The really startling finding is the tremendous improvement shown in 
the quality of our audit reports after several months of operating this pro- 
yram, Analyzing specific cases and the incidence of recurring deficiencies 
reveals corrective action necessary to improve the quality of future audit 
reports, and corrective action is taken immediately. Individual auditors and 
local audit offices that are weak on report writing ability are pinpointed, 
Weakness in technical performance is also revealed. Summaries of the post- 
review findings by types of deficiencies are reported quarterly to headquar- 
ters, where they are summarized, and areas of significance are developed 
for appropriate action. This action may take the form of new or more de 
tailed audit instructions, special training courses, or areas of emphasis in 


seminars or branch conferences. 


INDICATIONS FROM OUTSIDE SOURCES 


Within our agency certain necessary operations have been assigned to 
the Review and Evaluation program because the performance of these duties 


has the advantage of funneling in information which is of assistance to 


in the basic mission of evaluating and improving the agency’s effectiveness 


For example, evaluating and processing: 
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a. Command replies 
b. Inspector General reports 
c. GAO Reports and Army Position Statements 


d. FBI Reports 


Within the Army an installation commander holds a position somewhat 
similar to that of a plant manager in a large multi-plant industry. The 
processing of commander’s replies to internal audit reports is a very impor 
tant function. Commanders are required by regulation to reply within 60 
days, stating their concurrence or nonconcurrence with each audit recom- 
mendation. In case of concurrence, the corrective action taken must be 
stated. In case of nonconcurrtnce, the reasons for the nonconcurrence must 
be explained. Our past experience has been that commanders accept and 
take corrective action on about 95 per cent of our audit recommendations. 
The successful resolution of the differences of opinion involved in the non 
concurrences with the remaining 5 per cent of our recommendations is a 
most sensitive operation. 


By correspondence, research and personal contact all the information 
necessary to making the right decision must be gathered. This may affect 
Army-wide policy or methods of operation. When our program analyst has 
all the information available, he must have the technical knowledge, under 
standing of Army problems and operations and the experience background 
to assemble, analyze and evaluate the facts and decide on a course of action. 
The course of action on a command nonconcurrence may be either to reverse 
the position previously taken by the agency or to write a letter directing 
the Army commander to take the previously recommended action “By Order 
of the Secretary of the Army.” 


Approximately 4 out of 5 command nonconcurrences are settled in 
this manner. This leaves about 1 per cent of our audit recommendations 
on which the final decision is that implementation is not in the best interests 
of the Army. This does not necessarily imply that the original recommenda- 
tion was not good. For example, a perfectly good recommendation for a 
better system of controlling inventories may be rejected because a decision 
has been made to close the installation. However, this command reply opera- 
tion does sometimes reveal cases of weakness in audits or reporting that 
require corrective action. Equally valuable information is often obtained 
from the processing of GAO reports and Army position statements, the 
preparing of agency replies to reports of Inspectors General and the analysis 
and distribution of FBI reports. These are not only important functions in 
themselves but provide a source of outside-the-agency point of view con- 
sidered most useful to the review and evaluation program. 
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Congressional committee reports, letters from members of Congress, 
newspaper articles, letters from Army contractors, etc., often contain equal- 
ly valuable information or leads which are followed up 


Personal contacts with installation commanders, procurement officials, 
and contractor officials are also oftentimes most revealing. Such contacts 
often serve to obtain better acceptance of audit reports and actions to im- 
prove the use of audit activities by management. By all of these means we 
are enabled to become intimately informed as to the weaknesses and strengths 
in our audits and audit reports— the effectiveness and acceptance of the 
recommendations made—the accuracy of the information on which the 
recommendation was based—and the ability of the auditor to use his facts 
and to present his ideas effectively. Such information obviously lends itself 
to evaluation and constructive internal agency recommendations either con- 
cerning weaknesses in individual reports or for proposals for improving 


ayency-wide operations 


This information is evaluated, summarized and reported to top agency 
management for information or for specifically recommended action as ap 
propriate. These recommendations may be directed toward new or changed 
policy, procedure, audit approach, audit directives or programming, training 
or staffing, organization or administrative procedure or control. 


I would like to emphasize at this point that the review and evaluation 
staff must gain the respect and acceptance of the audit staff if the function 
is to be fully effective, A helpful, positive and objective approach is most 
necessary. 

We operate on the theory that everyone desires to improve, to succeed— 
and to progress—and is receptive to suggestions toward that end. 

To summarize—this operation of “auditing the auditors” is only a means 
to an end 


And the end is an informed and confident agency management 


Informed as to the current state of efficiency in our world-wide opera- 
tions 


Confident that these operations are being constantly improved 


I do not believe that the responsible head of any sizeable audit organiza- 
tion should be without a source of independent post review and evaluation 
information 


which will reveal weaknesses in his organization as a minor benefit 
and will promote constructive recommendations and an improved 
operation as a major benefit. 








ELECTRONIC DATA PROCESSING- 
PROGRAMMING FOR THE INTERNAL 
AUDITOR 

By VIRGIL BLANK 


Partner, Haskins and Sells 


UR principal concern these past few years with respect to electronic 

data processing systems has been with the problems of shifting from 
the planning stage to the developing and using stage. Where we formerly 
struggled to learn all about.electronic equipment and its capabilities, we 
are now attempting to utilize this knowledge in our particular accounting 
and management applications. 


When we speak of programming for the internal auditor, we are using 

the term “programming” in its broad sense. We are selecting the control 
£ £ £ 

phase of the electronic data processing problem in order to concentrate our 

attention on those matters which should be of particular interest to—and the 

particular responsibility of—the internal auditor. We are focusing atten 


tion on the auditors’ contributions to the programming effort 


As we examine our subject more closely, we find one factor which aids 
in pinpointing the areas requiring study. This factor is the retention of all of 
our traditional auditing methods and standards, Electronic data processing 
challenges us only in the matter of modification of our customary auditing 
techniques. These techniques, therefore, must be shaped to fit the electronic 
system in such a way that there will be no question as to the validity of the 
tests or the degree of verification obtained. 


In most of the present installations the electronic system embraces a 
relatively small segment of the total work area for which the internal auditor 
is normally responsible. It is in this small segment of work that there must 
be a reshaping of techniques. In this part of his work the auditor will have 
to change his approach and alter his auditing procedures to meet the require 
ments of electronic accounting methods. 


In carrying out the internal audit responsibilities for the work within 
the electronic system, it is only necessary to specify what may safely not 
be done and what must be done. The extent to which auditing procedures 
may safely not be done is dependent upon the degree of internal control 
which might be termed “automatic auditing.” On the other hand, the work 
which must be done is dependent upon the existence of an audit trail t 
permit its accomplishment. Accordingly, we may divide our consideration 
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of a program for audit into two major segments: (1) internal control, and 
(2) audit trail. We shall see, however, that there is even an interrelation- 
ship between these two segments, since we are usually willing to sacrifice 
an audit trail if we are able to gain better internal control. This is especially 
true with respect to mechanized accounting procedures, 


INTERNAL CONTROL 


As we turn our attention to those controls which should be present within 
the electronic system, let us first consider the basic, or foundation, control 
for the entire electronic data processing function. This is the external manual 
control which establishes the quantities and balances for which the mechani- 
cal system is responsible, Usually these amounts are established in the 
aggregate from adding machine tapes or from totals developed in preliminary 
operations during the data gathering phase of the work. 


This manual control function is best located in the proximity of the 
machine room so that all documents to be processed can be logged along 
with pertinent dates and amounts connected with them. This record is 
the means for controlling all balances of accounting significance, especially 
those balances rejected by the electronic system because of failure of a record 
to pass one or more of the many internal validity tests. This manual con- 
trol is also the checkpoint for determining that the output data of the 
electronic system is in balance with predetermined totals. 


From this description it must be apparent to you that this manual con- 
trol is the same type as the one used for a conventional punched card 
tabulating department, except that a few embellishments have been added 
t 


» accommodate some additional complexities peculiar to electronic data 
processing. It must also be apparent to the internal auditor that the manual 
control can be his reference point in evaluating the functioning of the proc- 
essing controls within the system. 


INPUT CONTROL 


Once a satisfactory manual control has been established, all audit efforts 
within the electronic data processing system can be directed towards main- 
tenance of absolute accuracy within the system. This philosophy presupposes 
that input data, as recorded by the manual control, is accurate. 


The first problem of audit significance facing the data-processing center 
usually is the transcription of raw data into a language readable by the 
mechanical equipment. Frequently there is a dual step in this phase in 
order to obtain highest possible standards of accuracy. First, tabulating 
cards are punched. Then these cards are verified before conversion to mag- 
netic tape. This dual step presently offers economic advantages which may 








18 The Internal Auditor 


eventually be nullified through the development of reliable point-of-transac- 
tion recorders, character sensing devices, or lower cost magnetic tape type- 
writer-verifier combination units. 


Where the punched cards are used as the data entry means, the cards 
may be subjected to verification at comparatively low cost in the same 
manner as in the strictly punched-card system. The internal auditor should 
also know about another more powerful control device available from Inter- 
national Business Machines Corporation at relatively low rental cost. This 
is the Type 101 statistical sorter. This machine will arrange punched cards 
into selected groups, summarize amounts from desired fields of the cards, 
and count the number of card records, Since these functions are performed 
at the rate of 450 cards a minute, this equipment is a better match for the 
high-speed electronic machines than the tabulators with their top speed of 
150 cards a minute. These features make this equipment ideal for processing 
punched cards before transcription to magnetic tape, balancing them to 
previously determined group totals, establishing record counts for subse- 
quent proof to tape counts, and providing a printed record of these control 
numbers for use in the manual control function. 


Where an electronic system provides for data entry verification of this 
type, the internal auditor can limit his tests of this phase to a review of the 
procedures to ascertain that they conform to the plan and to an examination 
of the controls to acquire an impression of the levels of accuracy being 
maintained. 


Once cards are determined to reflect accurately the input data, they 
may be placed in a card reader for transcription to magnetic tape or for 
entry directly into the system. At this stage, the card reader can be equipped 
with a record counter, and this count can be checked to the count previously 
established on the Type 101 sorter or other device. In the process of tran- 
scription to tapes it is desirable to enter on the tape file the balance of the 
card group as well as the record count. This permits a balancing to these 
amounts during the entry of the tape data into the central processor. This 
control feature completes the continuous chain of proof from the manual con- 
trol to the internal hardware of the computer system, 


In some EDP systems there is a direct entry from the source record 
to magnetic tape. Verification in this instance is accomplished by reprocess- 
ing this tape through a tape verifier which provides for repetition of the entry 
process by a second operator. This is similar to the punching and verifying 
process used for punched cards. By the entry of a control amount as a final 
record on the tape the central processor can balance the tape amounts on 
the first pass of that tape through the equipment. As far as controls are 
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concerned, the principle difference between this direct entry method and 
the one previously described is that in this latter method the initial mechani- 
cal proof takes place within the central processor. In the former method, the 
initial proof is accomplished “off line” on auxiliary equipment. 


Although much has been said about the random entry of miscellaneous 
individual documents into the electronic system, it appears that batching, 
or grouping, the documents affords the only practicable means of establishing 
input control. Methods using random document entry must rely on a more 
detailed human scrutiny of the output documents for verification. 


PROCESSING CONTROL 


If you have been satisfied that adequate internal controls have been 
incorporated into the input procedures, the next concern must be for the 
safeguards provided for the processing within the electronic equipment. 
It is in this area of study that the internal auditor must use his accumulated 
knowledge of machine characteristics, programming techniques, and process- 
ing logic. Assurance of adequate control rests upon a maximum under- 
standing of the automatic checking features built into the circuitry of 
the equipment, upon an understanding of the various routines available to 
the programmer for detecting data loss or distortion, and upon an under- 
standing and analysis of the logic upon which the procedure design is based. 


Because of the variety of electronic systems now available and the 
diversity of problems applied to the systems, perhaps it would be advisable 
to confine our present consideration to a few of the typical processing con 
trols. Generally, processing controls may be thought of in three categories : 

1. Mechanical controls provided by the manufacturer of the equipment 

for detection of system abnormalities. 

2. Controls incorporated into the processing routines by the program- 
mers for checking validity of data and agreement of balances with 
predetermined totals. 

3. Controls existing as part of the system logic for verification of 
amounts developed within the system and for assuring compliance 
with planned operation of an internally stored program. 


MECHANICAL CONTROLS 

Most of the electronic processing equipment has many ingenious controls 
brilt in for detecting malfunction of certain devices or for detecting tran- 
sient difficuties arising from dust or intermittent component failure. Some 
of these controls are actuated during planned maintenance by service engi- 
neers ; others depend upon the setting of switches by the console operator ; 
and still others are energized as a result of the internally stored program. 
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The internal auditor should not feel that he has any general responsibility 
with respect to the mechanical checks. These are in the nature of test runs 
during which operating power in the equipment is reduced to marginal 
thresholds so as to induce failure of any components which might be ap- 
proaching a critical functioning point. The manufacturers have specified rou- 
tines for these maintenance tests, thus the auditor need only ascertain that 
scheduled maintenance is being performed at prescribed intervals. 


Some of the mechanical types of controls with which the auditor should 
be acquainted are either entirely automatic within the system or are caused 
to function by the internally stored program, such as the following: 

1. Instruction check. This control detects errors or miss-reads in the 

instruction programmed to cause the machine to function in a precise 

manner. 

2. Machine check. This control detects an error in any character dur- 
ing its transfer within the system. Usually a second device is used 
to control the detection of character errors during a reading or 
writing function in the system. 

3. Record check. This control indicates when the punched data or 
printed data output does not agree with the data transmitted to the 
output device. 

4. Overflow check. This control is designed to become operative when- 
ever an arithmetic function causes the data to overflow the capacity 
of a counter or accumulator, This prevents loss of significant digits 
through unanticipated use of abnormally large amounts during a 
particular process. 


uw 


Sign check. This control is used as an indicator whenever an arith- 
metical function calls for an operation on an amount which does not 
carry a designation as to whether it is positive or negative. 


Since some of these controls are subject to selection and use by the con- 
sole operator, the auditor may wish to ascertain the manner in which the 
controls are being employed. A study of action taken as a result of the 
activation of each control would provide a measure of the frequency and 
type of errors in the system. Accordingly, the general level of accuracy and 
care in processing would be revealed. 


PROGRAMMED CONTROLS 


Perhaps the most challenging controls are those which may be designed 
by the programmer as part of the processing routine for checking validity 
of data. Fortunately, the machine companies have available certain library 
tapes which accomplish some of the desired controls. 
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One of these is a preliminary checking routine which is designed for 
use at the start of a tape processing job. This routine checks all tape units 
for proper positioning of each tape to be processed and includes procedures 
for setting all internal machine areas to blanks or zeros prior to starting 
the main processing program. 


In addition to stock routines such as this are programming routines 
which are originated by the person responsible insertion of controls in 
the stored program. The internal auditor should expect to find such pro- 
grammed controls as the following : 
record is checked to ascer- 
tain that it is a tape label. Within the label the job and run numbers 


1. Tape label check. In this routine the first 


are verified and usage data is inspected. The date written is inspected 
to check that the current tape is mounted on the unit. 
2. Check point. Before the processing starts this routine usually pro 
vides for a test of all arithmetical functions to be performed during 
he particular process. Then checkpoints a1 


the settings of all accumulators and contents of all storage areas are 
] 


1 on a tape. This routine provides for 


‘ 
t 


e established at which 


recorde: a return to the most 


recent checkpoint and re-establishing the settings associated with 
that checkpoint. This may be necessary if subsequent error condi 


tions or component failures require a restart of tl 


( tne processing 


3. Error routines. Whenever a “compare” instruction is executed in 
the processing of data, there is a program for analysis of any result 
ing “error” or “impossible” condition 

+. Balancing routines. The programmer usually has a complete reper 

toire of balancing routines so that an appropriate one may be selected 

for each varying circumstance. Where posting to tape records has 
occurred, provision is usually made for a crossfooting operation 
similar to that used by a bookkeeper. This is simply a verification 
that prior balance plus current transactions equal current balance. 

Where it is desired to check that pure descriptive matter has been 

read into the machine correctly, hash totals are used. 


le 


hese are totals 
of serial numbers, order numbers, etc., which have no meaning other 
than for detection of transcription errors. Record counts, previously 
mentioned, are generally used on every tape and appear as part of 
the final record on each reel. Record counts should be printed out 
and reconciled where there are multiple output reels in a processing 
run. Where upper and lower limits are known for sets of results, 
these are stored in the equipment and utilized as a checking device. 
In addition to some of these unique routines, there is usually provision 


for storing predetermined balances on each job tape and proving to 
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these balances internally during the various processing cycles, It is 
customary to print out only those records which do not balance so 
that clerical time will not be required to check totals already checked 
by the electronic system. 


us 


Sequence check. Much of the processing within an electronic system 
uses records in numerical sequence. A sequence checking routine, 
therefore, usually precedes a processing routine so as to ferret out 
records which might be out of sequence, in error, or invalid. 


Knowledge of control techniques such as these should enable an internal 
auditor to assist in the development of the maximum protection within a 
data-processing system. His background is usually quite valuable to the 
programmer since he has been trained to be aware of the desirability for 
internal controls. The internal auditor is usually systematic in his approach 
to a problem, and in electronics, this often uncovers many control possibili- 
ties not apparent to the electronics technician 


LOGIC CONTROLS 


Logic controls are those related to the methods selected within the elec- 
ronic system for verification of portions of the routine not readily subject 
to outside checking. These controls are also used to gain maximum assur- 
ance that the machines are functioning in exact compliance with the internal- 
ly stored instructions by which the routine is being guided. 


An example of this type of control would be that used when processing 
depends upon reference to a table of rates or prices for completion of an 
arithmetical routine. Since this table is contained within the computer and 
reference thereto is being made at electronic speed, a logical check of this 
activity should be made periodically by the computer in order to detect 
either a transient or permanent component failure in that portion of the 
circuitry. 


One method of achieving a reasonably reliable control is to store quantity 
units of known magnitude as a lead record and, if desired, as a trailer record 
to a section of data requiring rating or pricing. After these test units have 
been processed in a table look-up routine, the resulting extended amounts 
are compared with a predetermined extension—also stored as part of the 
test record. This procedure should afford adequate control for this type of 
internal processing problem. A programmed print-out of instances of error 
detection would supply the auditor with a means of investigating the action 
taken for each type of error. 


Another logic control similar to this one would be used to verify a 


a 


multiplication, division, or series of mathematical functions. There are vari- 
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ous approaches to this control routine, but all depend upon a second com 
putation. Usually in a multiplication the multiplier and multiplicand are 
reversed on the second pass. In a division, the proof often is made by multi- 
plying the quotient by the divisor and comparing the product with the 
original dividend. In a series of mathematical functions there is usually a 
subtraction of amounts previously added so as to achieve the effect of a 
reversal of previously used factors, Where this control results in discovery 
of an error, there is a provision for the equipment to try the calculation a 
few more times. This repetition is quite rapid and usually results in obtain 
ing a correct solution without any apparent delay in the processing routine. 


Other types of logic controls are tailored to fit the particular processing 
requirement and depend principally on the ingenuity of the programmer or 
coder. The objective of each of these controls is always to build into the 
system logic enough safeguards so that even the decisions which are pro- 
grammed into the equipment are subjected to mechanical scrutiny often 
enough to give assurance of reliability. 


These various types of processing controls—mechanical, programmed, 
and logic—should be understood by the internal auditor. He should be in 
a position to judge whether a given system has incorporated into it all of 
the possible controls that were available to the programmer. He should also 
be in a position to judge whether there is a tendency to overcontrol the sys- 
tem to an extent that operating efficiency is being sacrificed. 


OUTPUT CONTROL 


Upon the termination of the processing routines, the output reports and 
documents begin to flow from the electronic system. Output may be trans 
ferred directly onto a printer, but usually the requirements for speed demand 
that the system expel the output data in some form of machine language 
such as punched cards, paper tape, or magnetic tape. This creates control 
problems similar to those of the input stage, inasmuch as a translation or 
transcription process must take place before the edited document is ready 
for human use. 


In the conversion of data from machine language to printed format 
there are the same hazards of lost records, incorrect amounts, invalid char 
acters, misinterpretations, and similar items which need control measures 
for their detection. The use of record counts, control totals, or hash totals 
as part of the output record permits the use of the Type 101 statistical sorter 
as a proving device for any punched card output. For printed output the 
record counts and accounting control amounts permit balancing to the 
manual controls. 
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Where the output is in the form of punched cards containing printing, 
such as checks or customer bills, there is a need for additional output control 
to ascertain that the punched data agrees with the printed data on a card. 
This is an operational problem, since present equipment does not permit 
simultaneous punching and printing on a tabulating card. Careful handling 
and frequent visual checking seem to be the only controls available until 
character sensing devices reach a commercial stage. \When these machines 
become available, there will not be a need for the punched holes in the out 
put documents. Punched card output documents are usually intended for 
reentery into the electronic system at some future time. The use of character 
sensing devices will eliminate a control problem that has previously not been 
subject to mechanical aid. 


The subject matter to this point has been related to some of the internal 
control features which are being used in present electronic data processing 
systems. These are the controls which must be considered and evaluated 
by the internal auditor in his determination of how much detailed checking 
and verification may be eliminated from his program, The auditor will 
probably find that many auditing processes have been utilized within the 
electronic system because of the nature of this equipment. The machine-room 
operators have had to rely on a maximum of internal controls in order to 
make the equipment function with an acceptable level of reliability. Accord 
ingly, there is usually a large amount of automatic auditing included in 
every computer program. 


AUDIT TRAIL 


When the internal auditor is faced with the problem of revising some 
of his audit programs to accommodate a new electronic system, he is ordi 
narily concerned with the apparent disappearance of an audit trail. A dis- 
continuance of familiar records and forms makes the electronic system 
baffling. The existence of controls in a new format requires evaluation. 
The imposing electronic hardware and records on magnetic tape do not 
seem to offer the auditor any place to get a foothold from which he can start 
a new audit trail. 


For this reason I should like to outline an approach to this problem 
which should permit the internal auditor to discover the electronic audit 
trail. As a matter of fact, it should also permit him to assist in the construc 
tion of the trail. 


The internal auditor should participate in the electronic data processing 
program as early as possible. It has been found most desirable to include 
an internal auditor on the electronic systems team. As a minimum pro- 
gram, the auditor should be present at a weekly, or periodic, coordination 


meeting of the systems staff. His participation during the system design 
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stage would have two objectives. He can make valuable suggestions as to 
controls which should be included in the new system. He will become 
familiar with the new system design as it is being formulated and, accord- 
ingly, will be in an excellent position to plan audit strategy based on this 
knowledge, 


If the auditor has had continuous exposure to the electronic system 
during its development and observes its operation during test, he should 
have opportunity to compile and inaugurate an adequate audit program 
Without this background, the auditor would not be in a position to carry 
out his responsibilities to management. 


Where it has not been possible for the internal auditor to participate in 
the electronic development program, he may still acquire a working know]- 
edge of the new system after its design or installation. To do this it will be 
necessary to have the assistance of a system analyst who is thoroughly 
familiar with all phases of the electronic system. 


Because of the complexities of electronic data processing, the internal 
auditor should compile an analysis of the system for use as reference mate 
rial. This analysis should be designed to fulfill the needs of the audit staff 
on a continuing basis. For this reason, it should be compiled in a methodical 
and thorough manner. A design for this analysis has been developed which 
has been found to supply all needed data. 


As most applications to electronic data processing are too involved to 
process as a single pass through the equipment, these applications are genet 
ally divided into segments. Each segment may be a complete or partial proc- 
essing of a group of data. These segments are termed “Runs.” For clarity, it 
is best to divide the system analysis into these natural “Run” groupings 


Each “Run” analysis should contain the following : 


1. A list of inputs with a short description of their natures and designa- 
tion of the source of the input data (whether or not it is the output 
of a prior run). 


2. A list of outputs with a short description of their natures and a desig 
nation of the next use of these data. 
3. A complete description of the processing which takes place during 


the run. This should recite all features of the processing and list all 
exceptions considered in the process. It should also include a descrip- 
tion of the various tape records. 

4. Logic charts and tape record layouts 

5. External controls directly related to the run data. 


6. Copies of manual control forms. 
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Internal controls of the system. This should include descriptions of 
mechanical, program, and logic controls and the action taken upon 
activation of a control check. 

8. Formulas for control balancing. 

9. Comments of auditor regarding effectiveness of controls. 

10. Copy of all output documents. 


In order to prepare this Run” analysis, it is necessary to study the 
logic charts prepared by the systems group. It is generally not necessary 
to review the more detailed process charts, and it is never necessary to study 
the machine coding of the program. Frequently, the systems group will pre- 
pare a book describing each run and containing the various tests made of 
input and output data in the run. This book, supplemented by discussions 
with a systems analyst, usually supplies sufficient information to accomplish 
the auditor’s review. 

After completing the review, the auditor should summarize the com- 
ments in the analysis regarding controls. This summary, together with copies 
of output documents, should be used to devise an audit program. If this 
study results in a need for some by-product of the various runs, such as 
more detailed print-out or edited data for confirmation of balances, the 
auditor should discuss this with the analysts. It is customarily possible to 
satisfy all special audit requirements without adding materially to any of 
the established computer programs, 


Upon the completion of the review of the electronic system and the design 
of the new audit program, the auditor will probably conclude that there is an 
excellent audit trail in this new processing method. Some of this trail may 
disappear momentarily into the equipment, but the mechanical audit taking 
place therein is probably more thorough than any an auditor would perform. 
Therefore, auditing the new integrated system should be simpler than audit- 
ing the many departmentalizations of data under the old system. The auditor 
will be able to safely transfer some of his former audit responsibilities to 
the electronic data processor. 


To arrive at these conclusions, the internal auditor must be possessed 
of sufficient training in computers to resolve in his own mind the degree 
of reliability he may impute to the electronic equipment. Every internal 
auditor must acquire some knowledge of electronic equipment if he is to 
retain his stature in the field of auditing. 


During the past few years, there has been a significant broadening of 
the role of the internal auditor as an instrument of business management. 
There will be a continuation of this trend as the auditor assumes his place 
as a vital part of the electronic data processing program. 


THE INTERNAL AUDITOR 
AND PROFIT-PLANNING* 
By M. B. T. DAVIES 


Regional Consultant, Management Services Department, 
Lybrand, Ross Brothers and Montgomery 


HIS paper is not intended to provide a well-rounded survey of the inter- 

nal auditor’s role in the profit-planning function. It is rather intended to 
examine why he should get into this field at all, and—assuming he does—to 
explore a few of the more important areas which should interest him. 


SHOULD THE AUDITOR REVIEW PROFIT-PLANNING ACTIVITIES? 


Let us start, then, by finding out whether this is a proper endeavor. 
The internal auditor’s over-all objective, we are told, 


. is to assist all members of management 1n the effective discharge 
of their responsibilities.” 


Now is profit-planning a management responsibility? The stockholders 
cannot plan for profit, nor can the rank and file, It is essentially a manage- 
ment responsibility—and probably one of its most important responsibilities 
This does not mean that the internal auditor has to be a profit-planner. 
Internal auditing is a managerial control which functions by measuring 
and evaluating the effectiveness of other controls. So the auditor’s role is 
that of a reviewer. 


Looking at it from another angle, let us consider the relative importance 
of some of the controls. If the auditor finds that the petty cashier, who has 
a $1,000 balance, is allowed to disburse without the proper safeguards, he 
will make an issue of it. But will he make an issue of the fact that the general 
sales manager is directing his sales program without any predetermined 
sales targets or with a price policy that allows for indiscriminate price-cut 
ting? The second matter is of infinitely greater importance as a bearing on 
profits, yet it is in a field that is just over the borderline of many internal 
auditors’ scope of review. The auditor who gets into this field provides a 
much greater protective and constructive service for his management 


Let us assume, then, that the internal auditor’s review of profit-planning 
is not only justified, but—even more—an essential part of his service. 
* Reprinted by permission from The Accountant, May 10, 1958 
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WHAT DOES PROFIT-PLANNING INVOLVE? 


One of the simplest and clearest explanations of a management's respon- 
sibilities divides them into four functions : 


1. 


? 


a 
4. 


Decide what has to be done. 
Break it down into jobs. 
Assign the right people to do each job. 


See that the jobs get done. 


Since profit-planning is a management responsibility, it follows that it 
should be pursued according to this four-step program. In what particular 
fields does the profit-planning activity extend? Here are a few of them. 


- 


sudgeting. Budgeting is the technique for planning one’s future 
operations in numerical terms. It serves as a tool to make sure that 
the proposed operations are feasible and profitable. And it provides 
a yardstick for measuring actual performance and for spotting excep- 
tions. 

Capital expenditures. Nearly every business has to invest in property, 
plant and equipment. “Invest” is a most misleading word, because 
what is regarded as an investment is nothing more than a long-range 
prepaid expense. After allowing for salvage, capital expenditures 
represent nothing more than prepaid depreciation expense. But this 
very term “investment” endows them with a quality they do not 
possess. If we lock up too much money—or insufficient money—in 
capital expenditures, the business will suffer. And, because the 
amounts are normally so great, special planning techniques are 
needed. 

Taxes. In a profitable corporate business, one of the most significant 
items of expense is taxes. Taxes can be regarded either as an uncon- 
trollable expense, deductible from profits, or an expense which can be 
held within bounds by judicious planning. If a business operates at 
33% per cent profit, a saving of $100 in income tax is equal to an ad- 
ditional sale of over $600. So taxation expense should be planned. 
Financing. Every business needs money as a basis for operating. If 
there is insufficient money it may have to reduce the level of its 
activity, or it may lose the opportunity for gaining profitable busi- 
ness. The conservation of money, therefore, is an inherent part of 
profit-planning. 

Cost reduction. Whenever we can reduce costs, whether prime, in- 
direct or general overhead, we create added profits and put ourselves 
into a stronger competitive condition. Attention to the many and 
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ever-present opportunities for cost reduction is again a function of 
profit-planning. 

6. Method improvement. It has been said that the essence of successful 
competitive practice is to render one’s competitors’ products obsolete. 
This can be done either by product development or by cost reduction, 
through method improvement, that gives one a favorable price ad- 
vantage. Unless we do this, we shall find that our competitors will 
have rendered our own products obsolete. So we have to do it. 


~ 


Internal auditing. Finally, profit-planning techniques apply to the 
internal auditing activity itself. After all, there is only a limited num- 
ber of auditing man-hours available. They have to be used to the 
greatest advantage of the organization. 


Here are seven pvints, then, to which the internal auditor may direct 
his attention. It is not our purpose to devote a detailed study to these points. 
Rather it is our intention to see how the internal auditor may approach 
them. 


BUDGETING: THE STRUCTURE OF FUTURE OPERATIONS 


In reviewing the budgetary system, the auditor should inquire into 
such questions as these: 

Does budgeting have the active and whole-hearted support of top man- 
agement? Unless it does, it is hardly likely to succeed. 

Does every department participate in creating its own budget? This is 
the best way of gaining its acceptance. 

Is budgeting used as a tool for comparing actual with projected perform- 
ance and for examining significant deviations ? 

Is there an effective central point of co-ordination for the budgeting 
activity ? 

Are flexible budgets used, so that expense levels can be adjusted to meet 
changing sales volumes? 

Are sales forecasts developed realistically, and are practical steps taken 
to see that they are met or bettered? 

Is the budget reviewed and, where necessary, revised at relatively fre- 
quent intervals? 

Does the budget create a healthy cost-consciousness, or does it have an 


adverse effect on morale because it is enforced either too rigidly or too 


loosely ? 
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Is the budgetary structure properly correlated, first with organizational 
responsibilities, and also with the chart of accounts? 


Does the budget provide an additional check mechanism on accounting 
accuracy ? 


CAPITAL EXPENDITURES: PREPAID DEPRECIATION CHARGES 


In auditing capital expenditures, the detailed checking and substantiation 
of book entries should be relegated to a matter of relatively minor con- 
sideration. There are problems of greater import that should concern the 
internal auditor. 


Is the total amount of capital expenditure planned at a rate that insures 
a healthy over-all corporate structure? (Historical and projected ratio 
trends should be used in this connection. ) 


Are capital expenditure plans developed in conjunction with long-range 
planning—five, ten, twenty years ahead? 

Are plans re-examined periodically and increasing attention given to 
short-term plans as the time rolls by? 

Are effective economic justifications required before any capital expendi- 
ture is authorized, and do these form a basis for considering relative pri- 
orities ? 

Is each major project studied after it has been completed to determine 
whether the expected economies were actually achieved ? 

Is the over-all capital expenditure program so developed that it provides 
for balanced growth in all activities of the business? 

TAXES: A FIELD FOR IMPORTANT SAVINGS 

The profitability of any projected course of action is materially influ- 
enced by its tax aspects. Judicious planning can in many cases result in a 
lower incidence of tax and produce substantial benefits. The auditor should 
be alert to the many opportunities in this area. 


Is there a conscious and well-directed effort to engage in tax-planning 
not only in the case of income taxes, but in the various other taxes suscept- 
ible to planning? 


Are significant operations and contracts examined before they go into 
effect to see that a maximum tax shelter is provided? 


Is sufficient use made of the business’ outside tax counsel ? 


Are adequate safeguards taken to protect against tax penalties? 
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Is an adequate review of current legal developments made—either within 
the company or on its behalf? 


Is full advantage taken of the many opportunities to provide tax-favored 
compensation to employees? 


Is the accounting system developed in a manner adequate to prepare tax 
returns easily and produce data needed for tax-planning ? 


FINANCING: THE CONSERVATION OF MONEY 

The preservation of an adequate balance of money forms an essential 
part of profit-planning. This is the case whether or not the business encoun- 
ters periods of temporary or prolonged financial stringency. Here are some 
examples of areas for examination by the auditor: 


Are cash-flow statements projected as a basis for financial planning? 
Are they developed as an integral part of the budgeting process? Are com- 
) £ £ £ 
parisons made at frequent intervals with the actual cash resources? 


Is a careful watch maintained on customers’ receivables, both as to the 
age of balances and the rate of turnover? 


Are inventory levels scientifically controlled—for raw materials, work 
in process and finished products? Are these levels held to a minimum com- 
patible with purchasing lead time, continuity in the flow of production, and 
adequate service of customer demands? 


Is borrowing conducted on the basis of planned cash-flow, and is ade- 
quate time provided to raise money on the most favorable terms? 


Is the dividend policy in line with cash needs, and are stock dividends 


resorted to, in appropriate cases, as a means of preserving working capital ? 


Are ratios and trends plotted on a historical basis ; are deviations studied ; 
and are historical data used as a basis for projection in developing future 
plans ? 


COST REDUCTION: BASIS FOR OPERATING EFFICIENCY 


Unless there is a consistent drive to reduce costs, nothing can be more 
certain than their increase—to the detriment of over-all profitability. The 
need for reducing costs is a permanent one, in good times and bad. The 
auditor can play an important part in this effort. Among the many opportu- 
nities, here are some features to which he should give attention: 


Are incentives used for results achieved in reducing costs? 


Is a standard cost system in effect, and is it used intelligently as a basis 
for cost improvement? 
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Is production scheduled on an economic basis, so that runs absorb set- 
up costs and other one-time costs on a minimum-per-unit basis? 


Is there a continuing effort to reduce transportation costs to a mini- 
mum—for inward costs, outward costs, and—a frequently overlooked fea- 
ture—internal movements ? 


Is purchasing based on the order of scientifically determined lots calcu- 
lated to buy at the lowest cost after providing for the cost of administering 
and storing inventories? 

Is there an effective safety program ? 


Is the cost control program properly correlated with organizational re- 
sponsibilities ? 


Is cost reduction built in as a major objective of research activities? 


METHOD IMPROVEMENT: THE WAY TO GREATER PRODUCTIVITY 

Closely allied with cost reduction is the question of improving methods. 
While method improvement is often stimulated by the experience of people 
closely associated with the use of the methods concerned, opportunities are 
more generally developed through the efforts of people who are independent 
of that work. In an organization of any size there are three groups who may 
carry this responsibility: (1) industrial engineering; (2) research and 
development ; and (3) systems and procedures. Their activities should be 
reviewed by the internal auditor in conjunction with his over-all review of 
profit-planning. 


Is the search for improved methods based on a specification of estab- 
lished needs, rather than a haphazard approach as different situations are 
encountered ? 


Does the search for improvement spread over the entire operations of 
the organization ? 


As improvements are developed and approved, is the budget adjusted 
accordingly ? 


Are facilities available for the prompt transmission of ideas to action 
centers so that attention can be given to them with a minimum of delay? 


INTERNAL AUDITING: MAXIMUM ACHIEVEMENT WITH MINIMUM 
MANPOWER 

The internal auditor’s task is one of making as broad as possible a review 
of controls at a minimum cost in terms of work time. Adherence to a well- 
established plan may be the greatest obstacle toward the accomplishment 
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of this end. And close attention to well-defined audit procedures and manuals 
can create the most uneconomical type of auditing, particularly when the 
organization has a smooth and effective system of internal control. These 
thoughts may be anathema to the auditor who adopts a conventional ap 
proach. But let us examine them. 


Is the over-all audit program developed in terms of broad areas of cover- 
age, expressed in terms of man-days of work, and approved by top manage- 
ment? Unless this be done, how can management be assured that it is getting 
full value from the auditing activity ? 


Are many features of the program covered regularly, year after year, 
or is the frequency of examination varied according to experience and estab- 
lished need? 


Is the extent of coverage—and the depth of penetration—in any particu- 
lar field subjected to frequent change based on the expected benefit to be 
gained by examination ? 


Is the audit approach substantially switched from time to time so as to 
gain fresh viewpoints ? 


Are steps taken to avoid unnecessary overlap with the work done by 
the statutory auditors? 


Is full use made of oral reporting techniques so as to avoid the additional 
time spent in making written reports? 


Are formal reports as brief as possible commensurate with the need for 
promoting action ? 


Is adequate attention paid to on-the-job supervision to protect against 
uneconomical audit time? 


CONCLUSION 

As you will see, profit-planning is an extensive field. We have explored 
only a few of its facets, and we have touched on them only in a superficial 
manner. The opportunities for the internal auditor in this field are enormous. 
His ability to produce constructive service to his management is virtually 
unlimited. The clerical approach to auditing has to be relegated to a minor 
and subsidiary function ; the managerial approach has to be emphasized and 
extended. If internal auditing is to be conducted as a form of managerial 
control, the study of profit-planning is an essential part of any audit pro 


gram. 








INTERNAL AUDITING IS AN 
APPRAISAL ACTIVITY 


By ARTHUR H. KENT 


WIDENED HORIZONS 
ACH year Tue INstITUTE selects a theme which suggests a special 
endeavor for its members during the ensuing year. This year it is 
“Widening Our Horizons.” 


The thought behind this theme is that we, as individuals and as a group, 
should seek to grow in professional stature, and that such growth can only 
come by widening the nature and scope of our activities. This may involve 
audits of departments in our companies never previously audited, or 
broadening the coverage of audits presently being made. 


Much has been said and written of late concerning this subject. You 


” 


hear the terms “management auditing,” “operational auditing,” and “audits 
of operations.” These terms are attempts to express the basic objective of 
internal auditing set forth in Tue INsTITUTE’s “Statement of Responsibili- 


ties” —that of increasing “service to management.” And since all of you cover 
the financial areas of auditing quite thoroughly, any widening of your activi- 


ties must lead you into other matters. 


From conversations with Institute members, and letters from others, I 
know that there are misconceptions about this concept of auditing which a 
number of our members term “operational auditing.” Personally I prefer 
the term “management” or “managerial auditing’”—since some auditors 


seem to gain the impression from the term “operational auditing” that there 
are two entirely different types of auditing—‘financial” and “operating.” 
Actually these adjectives describe “area” not “type.” We audit in financial 


organizations, and we audit in operating organizations. 


But the true underlying concept is that wherever we audit, and whether 
we use financial or operating records as our base of review, we audit from 
a management or businessman’s standpoint (the effect of activities on the 
company’s position), and not simply as verifiers of accounting accuracy and 
propriety. 


Let me mention one of the several misconceptions to which I referred. 
The essence of the remarks containing it was something like this: 


From some of the talks or articles on this subject of ‘operational 
auditing,’ I get the impression that to do this latest thing in auditing, 


34 


wn 


Internal Auditing is an Appraisal Activity 3 


one must work for a steel, aircraft, or automobile company—somewhere 
where there is a factory. I work for a company that doesn’t have a pro- 
duction line, etc. So it appears that I cannot do operational auditing 
Hence—although it is not my fault—I seem to be looked upon as an 
out-of-date auditor.” 


Certainly that is not true. I can understand such a reaction, but it is 
a misconception of what is intended. The talks or articles referred to 
were simply stories of what was being accomplished in certain companies. 
They were attempts to illustrate approaches and techniques that might be 
employed to whatever extent possible, and wherever possible, in new areas 
in other companies. (We should have more of these talks from representa- 


tives of various companies. ) 


These listeners or readers read into the enthusiastic descriptions of 
work accomplished some ideas that a little further thought would have 


demonstrated could not possibly have been the case 


For I say, without hesitation, that progressive management auditing is 
not limited—either in theory or practice—to any particular type of busi 
ness organization. THE INSTITUTE contains many outstanding and progres- 
sive men from many different types of companies. I have a great respect for 
all of them. 


The records of Tue Institute office permit classification of Institute 
membership by industry. Figures prepared for me approximately a year ago 
showed 56 different types of industries or organizations (representing 2,000 
companies) which had Institute members, Almost two-thirds of these com 
panies (with a similar portion of the INstiruTE membership) were not 
engaged in factory operations. So that it would be absurd to think that 
progressive internal auditing had to be limited to one-third of the INst! 


rUTE’s membership. 


Obviously an auditor in an insurance company, a bank, a retail store, 
a utility company, etc., cannot audit a series of factory departments—as 
we do, for example, in aircraft. 


But that does not mean that he cannot widen his activities by auditing 
some of whatever operations there are in his particular company. In every 
company there are activities other than financial accounting in which an 


audit could furnish useful information to management 


Let me also emphasize quite strongly at this time that among the records 
maintained in an accounting office, you may find new fields of auditing, in 
which you may bring to operating management information of real value 


in its administration of affairs. I know this to be true from my personal 
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experience in Standard Oil Company. Internal auditing gained its first sub- 
stantial recognition from top operating management in Standard from that 
type of analysis—analyses that resulted in major financial savings to the 
company. 





In other words, you may widen your horizons by looking at the records 
in the accounting offices, whose accounts you have verified, from a new view- 
point. You simply put on a different pair of spectacles, and the same records 
somehow look different ; you recognize matters of interest to an operating 
manager. 


This is a good starting point for auditing matters of interest to operat- 
ing management ; and it may result in your being asked to make even broader 
studies. It may help those auditors who feel that their managements have 
not been receptive to audits being made in the operating departments them 
selves. 


Irrespective of what particular new areas we enter, we shall find that 
some changes in our thinking and techniques will be necessary. Certain 
auditing characteristics and abilities will become more important in our 
activities as we leave the shores of accounting auditing. 


THE NATURE OF INTERNAL AUDITING 

In Tue INstituTe’s “Statement of the Responsibilities of the Internal 
Auditor” internal auditing is described as an “appraisal” activity. 

It states that: 

“Internal auditing is an independent appraisal activity . . . for the 
review of accounting, financial and other operations as a basis for 
service to management.” 

And it refers to: 

“Objective analyses, appraisals, recommendations and pertinent com- 
ments to management.” 

In other places, it refers to appraisals of controls and performance. 

Let us examine this definition quite closely, because the essential char 
acter and optimum usefulness of internal auditing have been summarized 
in these simple opening words: “Internal Auditing is an apprarsal activity.” 

Internal auditing is not an activity that concerns itself only with verify- 
ing the accuracy and propriety of accounting records and reporting dis- 
crepancies. That is to some degree appraisal, but it is limited. It is only 
an appraisal of the records, and not of the vital areas of the operations them- 
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selves. Verification of records certainly is necessary, but there is a still 
broader area of responsibility and opportunity—the evaluation of certain 
aspects of the activities of company organizations—whether accounting or 
operating—from a business management standpoint. 


[ think of an internal audit as an analytical survey of various business 
activities which, in general, uses as its base or entree various company 
records. 


Under such a concept, we must first verify the reliability of the records 
(accounting or operating) from which analyses will be made and conclu- 
sions drawn. Any manufacturing concern must be satisfied with the quality 
of its raw materials before it uses them in its production processes. It is 
equally fundamental that an analysis of business operations cannot be entered 
into unless there is assurance that the basic data to be used are accurate. 


This verification, while important in itself, is a prelude to the really 
distinctive phase of internal auditing in the widened horizons. That phase 
is the analytical survey, the scrutiny and appraisal of the operations being 
examined—the policies, administrative controls and organizational perform- 
ance. In this, we use our training and experience in the realm of records, 
but form our conclusions in the light of business significances. 


Let me now direct your particular attention to the word “appraisal.” 
What is the essential meaning of the word, and what significance has it in 
our practice of internal auditing? 


SIGNIFICANCE OF THE WORD “APPRAISAL” 


“Appraisal” auditing is a much broader concept than “verification” 
auditing. 


The word “verification” is defined as “testing or checking the accuracy 
of.” When you verify accounting figures, there are few difficulties in arriv- 
ing at conclusions. You are dealing very largely with absolutes. Things are 
right or wrong—mathematical accuracy, conformance to principles or gen- 
erally accepted methods with which you are thoroughly familiar, etc. Hence 
you do not in the real meaning of the word enter into the problem of 


appraising. 


When, however, you move out of the area of accounting into activities 
with which you are not so familiar, many factors must be weighed before 
you can render your verdict. 


One definition of the word “appraisal” is to “judge as to quality or 
value.” This leads to a consideration of what it means to “judge.” 
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“Judge,” used as a verb, is defined as “to hear and determine a case in 
a court of justice,” or “to hear and determine judicially.” 


A “judge” is defined as one who has knowledge sufficient to decide on 
the merits of a question, and who measures or decides by standards, or by 
law. 


So combining these definitions, we conclude that since internal auditing 
is an “appraisal” activity, the internal auditor must: 
1. Be certain that he has acquired a sufficiency of background informa 
tion as to the nature and problems of the activity he is to appraise 
so that his appraisal may be intelligent. 


a) 


Have gathered complete—rather than sketchy—evidence, so that he 

can take into consideration all of the factors (good or bad) that are 

pertinent to the situation. 

3. Be judicial or unbiased in reviewing and weighing the facts he has 
gathered. 

4. Reach his verdict by measuring his findings against prescribed 

standards. 


This then, in broad terms, is what is required of the internal auditor if 
what he does is to be designated as an “appraisal” activity.. Appraisals, 
therefore, must be based on evidence, and not on general reactions and per- 
sonal opinions. 


We often refer to the internal auditing staff as a fact-finding organiza 
tion. It should be even more than that. 


Does it not make sense that if you have spent considerable time survey- 
ing activities, analyzing records, observing, carrying on discussions with 
a variety of people, management should expect you to offer an appraisal of 
existing conditions? (Obviously, this would not apply to purely technical 
matters which are beyond your competency to sufficiently grasp and judge. ) 


You present your analyses, opinions and recommendations. Management 
decides what is to be done, Such decisions, however, can be materially 
affected by what you have done, and said. 


In your capacity as an “appraiser,” you carry a serious responsibility. 
If you have the support of your management, then your findings and your ap- 
praisals of the work of other company employees carry weight. This means 
that at all times you must be very conscious of the fact that the end-result 
of all your work is to pass judgment on the work of other people. 


So I should like to discuss the prerequisites and criteria of appraisal 
activities. Much of what I say will be familiar to most of you. But I think 
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that it will be worth while to restate these criteria—always emphasizing 
that in each step we take we must be conscious of our appraisal responsi- 
bility. 


AUDITING STEPS LEADING TO APPRAISAL 


There are several steps to be taken in making an audit. You know them 
as well as I do. But I want to make clear that some added emphasis must 
be given to certain things when you make management-type audits of 


operating matters. 


Scope. All of you, at present, make decisions as to the scope of an audit. 
Some state it in the report—in general or specific terms. In some recurring 


audits, you may have felt no necessity for stating it. 


But, in nonfinancial audits, it is essential that you define the extent or 
limitations of your review; how much or how little you were undertaking 
to appraise. Why is this so much more important in these new areas of 
auditing ? 


Just this. The operations of a department may be broad and quite varied. 
Functions may be interrelated considerably. There are probably technical 
or semitechnical activities carried on—some of which are beyond your area 
of knowledge. So unless you state precisely the activities you examined, 
and the ones you did not, the language of your report may carry unintended 
inferences as to scope. This in turn might result in someone being unfairly 
criticized, with subsequent embarrassment to you personally, 


Familiarization. After you have decided the scope of an audit, the next 
step, of course, is to learn all you can about the organization you are to 
audit. This will include its structure, relationships, responsibilities, policies, 
procedures, documents used, reports issued, the people in the organization, 
and the major problems. Without this knowledge you cannot possibly ap- 
praise intelligently and fairly. This, of course, is not a new idea to you. 
But it becomes much more important as you move into new areas 


The grandmother's advice to her little granddaughter is appropos. The 
grandmother told the little girl to do an errand involving an unfamiliar 
place. The little girl was afraid, and cried out, “I don’t know the way. How 


You'll find it at 


will I find it?” To which the grandmother replied gently, 
the end of your tongue, my child.” 


You will need to ask many questions, to listen, and to assimilate what 
you see and hear. Do not, because of pride, try to appear more knowledge- 
able than you are. Be humble enough to learn from anyone. 
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I have heard operating managers complain that the particular findings 
of an audit were correct up to a point; but that the auditor had quite evi- 
dently not familiarized himself with the practical everyday problems of 
the department, and of its big major responsibilities to management. Hence, 
they said unfair inferences were set up. The manager believes that his 
department is carrying out the big job it has been given to do. He may 
agree that some things you have found are not up to par, but he wants you 
to give them their proper relationship to the over-all job. Certainly this 
background must go on to the scales of judgment. If the auditor has failed 
in this respect, I agree with the manager’s complaint. 


If you have not sought to visualize appreciatively the background and 
problems of the organization you are reviewing, your findings may be cor- 
rect, but the stress or measurement of their importance may well be dis- 
torted. 


Background information, therefore, is a prerequisite to sound appraisal. 
It is easy to sit in the grandstand and criticize coaches and players. Visualize 
yourself on the other side of the fence. You may be there sometime. If you 
became a line organization man, you might feel that if you were an auditor 
again, you would try to know more about an organization before you 
criticized it too freely. Do your job as an auditor conscientiously and firmly ; 
but make sure you know all the things you should know, and be considerate 
and realistic. 


So I repeat, study carefully and open-mindedly, so that the picture you 
paint later will not be out of perspective. If it is, then your appraisal will 
be unsound and unfair. Your viewpoints will be discounted by practical- 
minded management, and you will—sooner or later—lose stature in their 
eyes. Furthermore, you may overlook improper conditions, because you 
don’t know enough about the operations. 


Some auditors have more ability than others in assimilating background 
information ; but I believe that this ability is an extremely important factor 
in the evaluation of the professional qualifications of an auditor in these 
widened areas of auditing. 


Planning the Program and Following It. Scope defined, background 
absorbed, you are ready to set up a program for the accumulation of the 
facts necessary for an appraisal. 


You are all familiar with programs in general. They are of various 
types—outline, detailed, questionnaires, etc. Repeat jobs, of course, provide 
a natural basis for a somewhat standardized program. And, as we all have 
said many times, a program should not handcuff the initiative of an auditor. 
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3ut a program, at least in outline, is particularly necessary when you 
start work in a somewhat unfamiliar area. If you do not set up a program 
of some kind, you'll find yourself wandering away from your objectives. 
Obviously, modifications or amplifications will be made as the job pro- 


gresses. 


The program is the blueprint of the building which the auditor is to 
construct. Even in its barest form it must indicate as far as possible that 
the facts necessary for appraisal will be brought out by the studies indicated 
on the program, Orderliness is essential to the accumulation of facts. 


Through all the detailed studies incident to the review, and irrespec- 
tive of travels down side roads to which audit curiosity and imagination 
may take the auditor in pursuance of the various facets of the situation, 
the outlined program must be kept clearly in mind. 


Occasionally an auditor is assigned to reviews for which only a sketchy 
type of initial program is possible; nevertheless, the act of attempting to 
program tends to sharpen the approach to the job. 


An internal audit should not be conducted in a routine manner, for the 
truly successful auditor must possess imagination and initiative. His mental 
eyes are not to be immovably focused on a white line in the middle of the 
road. They must glance from side to side; and his mental antennae should 
receive messages from various directions. 


But whatever deviations from the planned steps he may take, he must 
have a compass that brings him back to the main road. And that compass 
is the planned program. He must constantly check with his program to be 
sure that he is on the road to his goal. 


You probably recognize personal illustrations of what I have been say- 
ing. You have, perhaps, had auditors who use a preliminary program in 
absolute terms. They are the conservatives, who feel that if they venture off 
into something that isn’t specified on the program, they may get involved 
in difficult situations. And these may produce discomfort for them. They 
play safe, 


That kind of a fellow does not fit in my picture of a good internal audi- 
tor. When I find an auditor with curiosity, imagination, initiative, courage 
and tact—major characteristics of the good internal auditor—I can over- 
look some deficiencies in meticulous, professional-type paper work. 


On the other hand, you may have encountered the other extreme—the 
auditor who has curiosity, who gets ideas, and trails them all over the 
countryside. He wanders down a side road, and down a side road off that 
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side road. By and by, he is not at all sure what he had in mind. He finds 
himself a long distance from the main road, and does not quite know how 
to get back. 


He has curiosity, but no control. He has a disorganized mind. Make that 
sort of a fellow check up with his program constantly, to see that he is 
headed in the right direction. 


So a well thought out and well organized plan, together with a sensible 
adherence to it, is a very necessary requisite to appraisal. Determine what 
type of evidence is going to be necessary to make a judgment of perform- 
ance, and how best you can gather it. 


Obtaining the Facts—and Making the Appraisal. I shall not take very 
much time discussing this phase of the audit—although from a time stand 
point it is the major element. 


Each particular survey will have its own peculiarities of detail. You 
will have recognized these, at least in part, from your studies of depart- 
mental background. You have decided on the matters you wish to appraise, 
and have devised tests to supply you with the data necessary for these 
appraisals. 

You will review and appraise such matters as: 

Compliance with established policies, programs, procedures and assigned 

responsibilities 

Existence of sound and adequate financial and operating controls, and 

their application in actual practice 

Reliability of the reports and statistics furnished to operating manage- 

ment 

Quality of performance in areas subject to audit—its accuracy and 

timeliness 


[ have referrred to “operating” controls. These, perhaps, need to be 
illustrated. They would include such matters as: regular departmental re- 
views of critical aspects of operating activities, reports to management on 
status of work, error, data, volume of operations, lesses, turnover, etc. Have 
they been established, and are they used ? 


There are documents and reports of some kind in every organization. 
They will serve as springboards for your analyses ; and they will be supple- 
mented by personal observations and discussions with many people. 


3ut I am more interested at this time in making some observations, 
bearing particularly on this “appraisal” idea. 
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Throughout the wearying days of “dig, and dig, and dig,” comparing 
this and that, observing, questioning, etc., the thought of the appraisal that 
you must ultimately make must never be dimmed by the detailed work. 
Each study must lead to an appraisal of compliance, of controls, and of 
performance. And each appraisal must be intelligent, careful, and reasonable 

Biased or preconceived ideas must never be permitted. And don’t let 
personalities bias your judgment. Develop facts—satisfactory 
factory alike—and throw both on the scales of judgment, 


and unsatis 


Development of information to support a preconceived idea, ignoring 
facts which would weaken that preconception, is a lack of professional 
integrity. We have seen this type of auditing occasionally. Integrity in an 
auditor is not merely a matter of honesty in regard to cash. The major test 


of his integrity is mental honesty. Complete fairness is inherent in appraisal. 


And, certainly, there must be an unusual appreciation of how signifi- 
cant or insignificant your various findings are from a managerial stand 
point, and the use of care in dealing with this subject in your reporting 

Here is a technique you might try occasionally—as an aid to sound 
appraisal. When all the data have been gathered, sit down with the staff 


member who has conducted the audit, and play the part of the attorney 


for the organization that has been audited. Challenge data and conclusions ; 


attempt to pick holes in the auditor’s arguments. By this means you can 
determine whether there are conclusions that will not stand up. If they do, 
well and good. If not, then you can either strengthen them, or abandon 
them. In any case, you are better prepared for the later discussions of yo 


findings—because you will have anticipated the rebuttals which may be 


ul 


made, 

Che important matter, therefore, is to get complete data and attempt 
to look at things from all sides, before you make an appraisal of other 
people’s performance. 


THE REPORT 


I must say a few words about the report, because in this document you 
place yourself on record as to your findings and appraisal of conditions 
Once it is published, you are committed. Since it reaches management of 
various levels, you will be in an embarrassing position if it becomes neces- 
sary to retract your statements. So, the report is something that can explode 
in your face—if your data, language and conclusions have not been the 
end-result of extreme care and intelligent thought. And, this is more difficult 
when you are discussing operating activities than when you are reporting 
on the accuracy and propriety of accounting figures. 
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Most of us agree on the over-all requirements of good report writing ; 
however, in the application of these requirements ideas differ. Of course, 
in the final analysis, it is right and proper that you adapt your writing to 
the requirements of your particular company. Be adaptable. 


When a report is to be read by operating management, you are address- 
ing men who are preoccupied with many important affairs, but who never- 
theless should be concerned with your facts, appraisals, and comments. When 
your report is sent to several people, you are attempting to interest people 
with varied interests, and varying degrees of familiarity with the subjects 
discussed. 


These facts, therefore, suggest several important reporting requirements. 


Keep this basic fact in mind, You are not writing a thesis or an essay. 
You are not writing for your own professional satisfaction. You have—or 
should have—only one objective; and that is to gain and hold a manager’s 
attention, while you tell him what you have found and what you think of 
what you have found. 


You stand a much better chance of accomplishing this objective if you 
offer him a report that is attractive in format and written in a clear, con- 
vincing and interesting style. To write such a report, however, is far from 
easy. It takes concentrated thought, patience and mental perspiration. May 
I offer some practical suggestions. 


First, as to format, Organize your material carefully, so that things 
that are related will be dealt with in one place. Sectionalize your material. 
Label these sections freely with both major and sub-captions. Try to de- 
termine the proper sequence of treatment. 


Visualize a busy manager reading your report—interrupted by phone 
calls and visitors, and with pressing problems revolving around in his mind, 
even while he is attempting to read your report. Your problem is to make 
it as easy as possible for him to concentrate on what you have to say. Long 
sentences, long paragraphs, and full pages of typewriting unrelieved by 
captions which indicate paragraph content are not conducive to concentra- 
tion. So break your material up into real small pieces, and label them with 
attractive captions. 


Screen your material carefully. Superfluous detail and language will 
distract the reader from the primary information or thought you are attempt- 
ing to convey. Too many twigs and leaves will hide the tree trunk. On 
the other hand, don’t go to extremes. Use sufficient facts and words to 
make a convincing presentation. 
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As to the language of the report. Think your story through before you 
write it. Be clear as to the real issue involved in each matter that you are 
to discuss. Then state it as simply and directly as you can, Operating mana 


gers use and like to hear and read straightforward language. 


I believe that words and phrases should be chosen carefully, but that we 
should not be overly formal in our style of presentation. I like to use an 
occasional unusual, but expressive, word or phrase, or arrangement of 
phrases—because I think it sharpens the attention of the reader, whereas 
dull the reader’s reactions 


consistent use of standard phrasings tends t 


Writing should have life and action and color—particularly when you 


are communicating ideas to an operating manager. So be interesting, as 


well as precise. 

And, too, keep in mind that you are selling something; therefore, be 
tactful. Finesse in dealing with sensitive situations is one of the higher arts 
of report writing. Lack of it may cause you to lose the battle. It requires 


nd choice of lat 


very careful development of argument a 


Let there be an atmosphere pervading your entire reporting which indi 
cates a mind that is striving to be completely judicial. This means report 
ing good, as well as bad, conditions. And if you have good things to say, 


don’t say them as though you hated to admit them 


Irrespective of the style of report used for a “verification” typ of at 
(negative, positive, questionnaire, etc.), it is my opinion that in these 
widened areas of auditing, an absolutely “exception” type of report is cot 
trary to the whole meaning and philosophy of an “appraisal” activity. A 
judge recites the evidence both for and against the defendant. If he did 
not, he would be remiss. And if you do not, your report will be out of 


perspective—a cardinal defect in apraisal 


You do not need to use as many words in commendation as you do in 
proving a deficiency—since deficiencies will often be debated, and com 
mendations will not. But do not be a mental coward, If on the basis of 
specific tests you have developed an unsatisfactory situation, obviously you 


say so, If, on the other hand, a similar test showed excellent conditions, 


why should you hesitate in expressing approval? 


So much then in the way of a few practical suggestions to bear in mind 
when you write a report. The report is a document of supreme importance 


in these widened areas of auditing. Treat it accordingly 


5S 








46 





The Internal Auditor 


CONCLUSION 


I have tried to develop the basic differences between “verification” and 
“appraisal” auditing, and to indicate in some detail the application of the 
“appraisal” concept to the various phases of our auditing activities. Two 


matters call for re-emphasis: one dealing with objectives and the other with 


the qualifications required for their attainment. 


3 


? 


The 


a. 


If someone uses the term “operational audits,” he is not suggesting 


that you appraise the operating labors or technical skills of engineers, 


geologists, machinists, and the like. He is referring to an examination 


and appraisal of the manner in which a particular organizational 


activity is administered and conducted. An examination of an operat 


ing department requirés answers to such questions as: 


Are the policies under which it operates in conformance with 
sound business principles ? 

Are these policies implemented by specific programs and pro- 
cedures, and are these actually followed ? 

Is there a clearly understood assignment of individual respon- 
sibilities, and are they being performed satisfactorily ? 

Is documentary information as to operating requirements 
being conveyed to those concerned in a timely manner, and by 
orderly methods ? 

Is the management of the organization provided with accu- 
rate and adequate information on matters of primary concern, 
so that it is thoroughly aware of the condition of affairs in the 
organization—and hence is in a position to administer its 
affairs in the most efficient manner possible? 


In conducting these audits, you will use the same skills that you have 


used in the past—except that some of those skills will need to be 


cultivated to a higher degree. In these new areas you will make use 


of the records and reports of the organization as you have done in 


other areas—although many of them will not, as in financial areas, 


be expressed in terms of dollars. 


Success in these areas is not limited to a few unusual individ- 


uals 


although there will be differences in attitude and adaptability 


among staff members. 


* particular qualifications for auditing in these areas include: 


the art of questioning—the ability to develop a series of questions 


that will open up areas of necessary information ; 
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b. the ability to listen carefully; and to assimilate, relate, and 
organize information and viewpoints ; 

c. the ability to recognize, amid a mass of details, the basic issues 
involved ; 

d. the ability to be objective, to reason logically, and to differentiate 
between significant and insignificant matters ; 

e. the ability to present findings and appraisals in clear and con- 
vincing terms ; 

f. and, certainly, all of these qualifications will be greatly enhanced 


1 


by a pleasant, poised and considerate manner, 


As we carry on these searching and objective appraisals of various com- 
pany organizations, let us not fail to apply on a continuing basis similar ap- 


raisals of our own auditing organizations. 
Led Ss 


Are our activities as well organized and efficient as they should be? 
\re we properly cost conscious? Do we check from time to time to see that 
we are not doing things whose cost is out of proportion to the results? Are 
our standards high but just? Are we getting the most of skill and effort 
from each member of the'staff, and are we personally contributing all we 
should to help them develop? 


Have we as high a degree of esprit-de-corps as we should have? Are 
we as much concerned about this as we should be? Do we take pains to 
know the situation? Do we as managers or supervisors appraise our per- 
sonal contributions to staff morale? 


As staff members, are we really satisfied with our efforts and the develop 
ment of our abilities? If we are not progressing as well as we think we 
should, do we blame others—or do we searchingly appraise our own weak 
nesses as well as our strengths and earnestly and intelligently take the 
necessary steps to develop our potentialities ? 

If you approach internal auditing with the thought that Internal Audit- 
ing is an Appraisal Activity, your work will bring you real satisfaction—the 
satisfaction that comes from accepting constantly new and worth while 
challenges to your professional skills. 











EXAMINATION OF 
MANAGEMENT OBJECTIVES 


By HERBERT WITT 


Assistant Director for Staff Management, San Francisco Region, 
U. S. Army Audit Agency 


N a recently published book on internal auditing, the status of internal 

auditors and the outlook for the future was well stated, “. . . Slowly 
but surely, internal auditors are realizing their potential opportunities and 
are qualifying themselves to assume a broadened role. At the same time 
they are gradually winning thé acceptance of management as to the worth 
of the expanded type of contribution. It is being increasingly recognized 
by all that sound financial analysis is the best available basis for intelligent 
inquiry into and appraisal of the transactions, activities, and policies to 
which the financial data relate. The prospect for the future is that internal 
auditing will continue to broaden its function and will be increasingly recog- 
nized by management as an important aid both in an accounting and general 
operating sense. Such a concept of the internal auditing function is indeed 
a formidable challenge to members of the profession, but it is one to which 
all farsighted and courageous internal auditors will vigorously address them- 
selves.” 

In attempting to increase his service to management, the internal audi- 
tor must continuously be on the lookout for areas to broaden the internal 
audit functions. In doing this, it may be well to put ourselves in the place 
of the top manager of the organization. What are the objectives of the 
business? How effective are policies which have been laid down? 


In future years the internal auditor may have to obtain a better under- 
standing of management theory to carry out an increased scope of functions. 
This may serve to assist him in carrying out the objectives and scope of 
internal auditing as stated in the Statement of Responsibilities of The 
Internal Auditor, “The over-all objective of internal auditing is to assist 
all members of management in the effective discharge of their responsibili- 
ties, by furnishing them with objective analyses, appraisals, recommenda- 
tions, and pertinent comments concerning the activities reviewed. The 
internal auditor therefore should be concerned with any phase of business 
activity wherein he can be of service to management, . .” 


''Y. Z. Brink and J. A. Cashin, Internal Auditing (Second Ed., 1958: The Ronald Press 


Company), page 425 
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One area which might warrant more attention by internal auditors is 
the area of management objectives. The importance of objectives in a com 
pany has been well stated by the President of General Electric Company, 
“... In our experience, the following work must be done to attain a sound, 
flexible, and dynamic organization structure: 

1. Determine the objectives, and the policies, programs, plans, and 

schedules that will best achieve these objectives; for the Company 
as a whole and in turn, for each component of the business. 


v) 


2. Determine the work to be done to achieve these objectives, under 
such guiding policies. 

3. Divide and classify or group related work into a simple, logical, 
understandable, and comprehensive organization structure. 

4. Assign essential work clearly and definitely to the various compo- 
nents and positions in the organization structure. 

5. Determine the requirements and qualifications of personnel to occupy 

such positions. 


6. Staff the organization with persons who meet qualifications. 


~ 


Establish methods and procedures which will help to achieve the 
objectives of the organization.”” 


NEED FOR COMPANY OBJECTIVES 


The need for objectives in a firm cannot be overemphasized, for without 
clear objectives the firm may drift, with uncontrolled effects on its function- 
ing. Also, without definite objectives there may be excessive response to 
pressures both from within and outside the organization on a short run 
basis, Effective management steers a course for the company and sees that 
decisions maintain the company’s over-all purpose. 

There are various areas in which objectives of performance and results 
have to be set. Peter F. Drucker has listed eight areas: “Market standing, 
innovation, productivity, physical and financial resources, profitability, 
manager performance and development, worker performance and attitude, 
and public responsibility.”* 


COMPANY POLICIES, PROCEDURES, BUDGETS, AND PROGRAMS 


In accomplishing objectives a firm must have policies, or general state- 
ments which guide the action of subordinates. These policies must be con- 
sistent and must contribute to the realization of objectives. In addition, it 


2 R. J. Cordiner, New Frontiers for Professional Managers (McGraw-Hill Book Com- 
pany, 1956), pages 52-53. 
Peter F. Drucker, The Practice of Management (Harper & Brothers, 1954), page 128 
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must have procedures, which detail the exact manner in which a certain 
activity is accomplished. Budgets are used to express expected results in 
numerical terms, whether in dollars or units. Programs are a complex of 
policies and procedures, ordinarily supported by necessary budgets, and 
designed to put into effect a course of action. These objectives, policies, 
procedures, budgets and programs can be considered as major plans of the 
company, and should be used in various organizational levels from the top 


down.‘ 


REVIEW OF OBJECTIVES BY THE INTERNAL AUDITOR 


There can be substantial benefit to management of an independent ap- 
praisal of the firm’s objectives, policies, etc., and how effectively they are 
being accomplished. The familiarity which the internal auditor obtains by 
this review can be useful as a framework for his appraisal of operations 
of the company, making his audit more meaningful. 

At this point, it may be well to consider the nature of the review which 
the internal auditor should perform of objectives of an organization. The 
following questions may well be asked as part of the internal audit program: 

1. Are there broad objectives established for the company as a whole? 

2. Are these objectives translated into specific goals which are to be 

accomplished in a given period of time, ¢.g., production, cost cutting, 

training ? 

3. Are the objectives of the firm understood and communicated down 
through the organization? Are they reflected in operations of the 
lower levels? 


4. Is there a plan for achieving the goals? 


uw 


Do the company’s organization and staffing facilitate achievement of 
the goals? 

6. Are procedures, budgets and programs set for the various segments 
of the company? Are they being followed ? 


Is periodic review made of the results achieved in light of objectives? 


NI 


8. Is the process improved through periodically setting new and higher 


goals ? 


At the start of his review the internal auditor may be fortunate enough 
to find that the firm has a formal statement of objectives. For example, 
General Electric Company has ten brief objectives which have been set 
for the company. Other companies may not have this formal statement. The 


*H. Koontz and C. O’Donnell, Principles of Management (McGraw-Hill Book Com- 
pany, 1955), pages 430-435. 
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auditor can then determine the objectives from such sources as the charter 
and by-laws, minutes of committee meetings, annual reports, and policy 
manuals. In some instances the auditor may have to rely on verbal discus- 
sions with managers of the organization. 


The review of management objectives may also provide a useful frame- 
work for report writing. Specific findings can be interpreted in relation to 
their meaning for top management in measuring performance. Consolidation 
of findings in various areas may result in a report which provides more 
significant information. 


CONCLUSIONS 


Broadening the scope of the internal auditor’s work has long been one 
of the goals of the profession. In achieving this, consideration has to be 
given to the needs of management in an organization. The review of financial 
activities and operating activities in light of management objectives will 
help make the auditor’s report more useful. 
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United States Forest Service 


OR a number of years this department has encouraged the establish- 

ment of an internal audit activity in those agencies of the department 
where it is determined that an internal audit staff can effectively assist man- 
agement in achieving a more efficient and economical administration of 
agency operations. Considerable progress has been made in carrying out this 
objective and at the present time internal audit staffs are established in most 
of the agencies in the department, including all of the larger agencies. All of 
the major activities and funds of the department are now subject to ex- 
amination by the respective agency internal audit staffs. 


One of the basic philosophies involved in the department's position with 
respect to the utilization of internal audit staffs is that such staffs should 
report to a level of administration in the agency which will facilitate an inde- 
pendent and impartial execution of the audit objectives. In addition, the 
department has felt that such staffs must be established in such a way that 
their organization, authorities and scope of activities would be patterned to 
fit the needs of the individual agency. 


The following statement on internal audit has been prepared in order 
that there may be a uniform understanding in the department with respect 
to the scope and objectives of this activity. It must be remembered, however, 
that this statement can only serve as a general guide and that the needs and 
problems of each individual agency must be given consideration in the estab- 
lishment and organization of the internal audit staffs. The activities listed 
in the attached statement are typical of those usually assigned to internal 
audit staffs, but an extension of scope or assignment of additional functions 
may quite appropriately be made when necessary to meet the needs of the 
agency. As emphasized in the attachment, the work of the internal audit 
staff is a staff functic:, and under no circumstances should it be responsible 
for, or required to perform, line operations. 


STATEMENT ON INTERNAL AUDIT 
A. NATURE 
1. Definition: 
Internal auditing is an independent activity within an agency to 
ascertain for management whether its policies and procedures are 
adequate and properly adhered to; to provide management with 


systematic and objective appraisals of internal controls and operating 
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procedures and practices; and to verify the accuracy and reliability 
of the financial records and reports. 
Relationship to Agency Operations: 

Internal auditing is a staff function and, therefore, is completely 
independent of line operations, This independence permits the auditor 
to provide management with impartial reports concerning his re- 
view and appraisal of agency policies, plans, and procedures. The 
auditor’s review and appraisal does not in any way relieve other per- 
sons in the agency of the primary responsibilities assigned to them. 
Full responsibility is vested in the operating groups for proper pro- 
tection and use of the assets of the organization; for compliance 
with policies, procedures, and objectives; and for the correction of 
any adverse condition cited in the auditor’s report. The establishment 
of an internal audit staff does not replace any lines of operating 
responsibilities, nor does it eliminate the necessity for such functiona’ 
inspections as may be necessary in the discharge of assigned respon 
sibilities. 

The internal auditor may properly make recommendations and 
advise or consult with appropriate agency officials regarding defi 
ciencies found. The internal auditor is not responsible for developing 
new organization, methods, systems or procedures. Such responsi- 
bility would give him a vested interest in the results and would lead 
to natural bias when subsequently, in the course of his audits, he is 
required to appraise his own work. The internal auditor is responsible 
for reporting deficiencies and weaknesses in an agency so that the 
system, procedure, or method specialists can survey the situation 
and develop the methods and procedure necessary for corrective 
action. 


Authority: 

Since internal auditing is a staff or advisory function rather than 
a line or operating function, the internal auditor does not have 
authority to make, or give orders to make, changes in the procedures 
or operations of an agency. He recommends changes for the con 
sideration of management and operating officials. The internal audi- 
tor performs his duties by independent analysis and review of exist- 
ing activities and procedures. The internal audit staff should not be 
responsible for or required to perform line operation assignments 


Location in the Organization and Independence: 


The internal audit staff should he responsible to an official of 
sufficient rank at the top administrative level to assure adequate con- 
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sideration and action on its findings or recommendations. The posi- 
tion of the internal auditor in the organization should be such that 
he is independent of the officials who are directly responsible for the 
operations he is charged with auditing. Otherwise, his reports cannot 
be expected to express his conclusions and recommendations without 
reserve and his work may lose objectivity. Generally, there is need 
for only one internal audit staff within an agency. In large agencies, 
however, field audit offices may be necessary, and such offices should 
be responsible to and report directly to the head of the internal audit 
staff. 


OBJECTIVES 

The primary objective of internal auditing is to assist management 
in achieving an effective, efficient, and economical administration of the 
operations of the agency. This objective requires that the internal auditor 
carry on activities which will assure protection of the agency’s interest 
and aid in the improvement of the various phases of the operations. 
The accomplishment of these objectives includes the review of the 
agency's financial affairs; the testing of the adequacy of management 
controls established to prevent the dissipation of the resources of 
the agency; the appraisal of existing agency controls, procedures and 
instructions ; the determination that each organizational unit is carrying 
out the plans, policies, and procedures for which it is responsible ; and the 
making of recommendations to strengthen effectiveness and increase 
efficiency of operations. 
ACTIVITIES 

The scope of work assigned to an internal audit staff includes: 
1. Reviewing and Appraising the Policies, Plans, Procedures, and 

Records of the . igency: 

The internal auditor reviews the agency’s operating policies, 
plans, and procedures to determine their adequacy and effectiveness. 
This includes an appraisal and determination as to the extent to 
which information on policies, plans, and procedures is effectively 
distributed, understood, and accepted by all officials and employees 
concerned ; whether the records are necessary and adequate in meet- 
ing the needs of the agency ; whether proper internal control is pro- 
vided ; and identifying and reporting to management those areas in 
which it appears that improvement is needed. 

2. Ascertaining the Extent of Compliance with Established Policies, 
Plans, and Procedures, Including Departmental and Agency Regula- 
tions, Laws, Etc. 
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Management requires some independent means by which it can 
be informed of the extent of compliance with departmental and 
agency policies, plans, procedures, and regulatory and other require- 
ments, established for the purpose of guiding and controlling opera- 
tions. The internal auditor should determine through a review of 
transactions and operations whether the office under audit is com- 
plying with instructions, procedures, laws, etc. The determination 
of compliance with accounting and fiscal procedures involves the 
review of operating practices. Other activities of an operating nature 
which have no direct accounting or fiscal relationship should be 
observed as to compliance. 


w 


Ascertaining Whether the Agency's Assets are Properly Accounted 
for and Safeguarded from Losses: 

This includes a determination whether all assets are properly 
accounted for and adequate controls are established to protect such 
assets from theft, deterioration, and misuse; the detection of fraud 
and dishonesty and of those practices which could lead to fraud or 
dishonesty ; and the identification of actual or potential losses or any 
practices which couJ]d result in loss to the agency. 


4. Ascertaining the Degree of Reliability of Accounting and Support- 
ing Statistical Data Developed Within the Agency: 

This includes verification of the correctness of the accounts and 
a determination as to whether acceptable accounting principles are 
followed ; confirming the validity of the data produced by the regu- 
lar accounting processes; and reviewing accounting and supporting 
statistical reports for accuracy and usefulness to management. 

5. Observance of Inefficiency and Waste: 

This activity includes an appraisal of performance under agency 
policies, plans, and procedures, and any observation that the internal 
auditor may make of inefficiency and waste in the operations and 
management of the agency. It may also include a review of the effec- 
tiveness of new methods which have been established to determine 
if improvements have been attained and the objectives desired have 
been accomplished. 


GENERAL 

Each internal audit includes those elements required to accomplish 
the objectives of internal auditing taking into consideration the type of 
organization, the nature of the operation involved, and the general con 


ditions to be served. It is necessary for the internal auditor to cooperate 
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with representatives of the General Accounting Office in connection 
with their audits of the agency. This coordination of audit activities is 
essential since the work of the internal auditor will affect the scope and 
extent of examination work performed by the GAO auditors. Arrange- 
ments should be made to keep GAO informed of the agency audit plans, 
scope of audits, and audit findings. 


An audit manual should be prepared outlining the scope of the audit. 
In some agencies, the internal audit tends to become a continuous ap- 
praisal while in others it may be periodic in character. A formal audit 
plan is desirable, listing the audits to be made, a time schedule, and the 
general areas to be covered. 


After the audit has been completed, the general practice is to prepare 
a report of the findings, both for the purpose of keeping management 
informed and as the basis for corrective action. In most cases it is con- 
sidered good policy to discuss the findings of the audit with those affected 
to insure accuracy and completeness before a report is prepared and sub- 
mitted to the official having responsibility for the organization being 
audited. The internal auditor is responsible for following through on 
reports to determine whether appropriate action is taken on the recom- 
mendations contained therein. 


It is customary for the internal auditor to prepare an annual sum- 
mary report covering the activities of the internal audit staff. As a 
minimum, this annual report should provide management with (1) in- 
formation to assure that the internal audit program was conducted as 
authorized, (2) a summary showing major conditions observed, recom- 
mendations made, and action taken in connection therewith. 


While internal auditing involves an independent relationship be- 
tween the internal audit staff and the officials and employees of the office 
under audit, it is important that the auditors receive complete coopera- 
tion from such individuals in order that the maximum benefit may be 
received from the audit with the minimum of effort and work inter- 
ference. 


THE ROUND TABLE 


Edited by ROBERT C. BAIRD 


Make Tue INstiTuTeE’s theme for this year, “Helping Yourself to Pro- 
gress,” a two-way theme. Let others benefit by hearing of your successes 
in special auditing service to management. Your contribution will be as 
“bread cast upon the waters.” 


The names of contributors will be published only with permission. 
Articles published anonymously will be credited to your chapter for The 
Round Table annual award. Send contributions direct or through your 
chapter to: 

The Round Table 

The Institute of Internal Auditors 
120 Wall Street 

New York 5, N. Y. 


USE OF PHOTOGRAPHS TO ILLUSTRATE 
AUDIT FINDINGS 

get results. One of our plants was noted for poor housekeeping. 

Poor housekeeping, safety and morale go hand in nand. Consequently, poor 


Pictures 


housekeeping was costing us money. Visitors from home office complained 
It was the subject of a previous audit report, but little was done. Nothing 
seemed to disturb their lethargy. Words could not portray the full story. 

During a recent audit we engaged a professional photographer. He was 
apprised of the problem and asked to make about a dozen pictures. 

The effect was immediate, When we reviewed the audit findings with 
the Plant Manager, he was appalled at the sights portrayed. 

The pictures were originally intended to be a part of the audit report; 
however, the reviewing authority brought them at once to the attention of 
the Company General Production Manager. Within ten days the General 
Production Manager and the reviewing authority visited this plant to see 
for themselves the correction of these conditions. 


While it is too soon to assign a dollar saving to this, it is confidently 
expected that both the accident record and employee morale will improve. 
To get immediate action, use pictures. 


Philadelphia Chapter 
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A SUGGESTED AREA FOR TRAFFIC AUDIT 


Arrangements are sometimes made with local cartage companies for the 
exclusive handling of all deliveries within specified metropolitan areas. Gen- 
erally, cartage rates in such cases are established by negotiation and are not 
subject to ICC regulations or state tariff controls. Such arrangements are 
frequently overlooked from an audit standpoint, although it is obvious that 
the basis for establishing rates and selecting carriers should be matters of 
concern to the auditor. The following points should be covered: 

1. Were carriers selected on a competitive basis ? 

2. If considerations other than rates were involved, do the files indicate 
reasons for carrier selections? 


3. How do rates compare with published intrastate rates? 


4. What is the duration of the agreements and how frequently is rea- 
sonableness of rates tested by inquiries in the competitive market ? 


ul 


Have agreements been formalized in writing ? 


L. W. Newbern 
Detroit Chapter 


CHALLENGE THE POLICY 


For years, our policy has required that each operating unit order supplies 
through a central purchasing department. The operating units cover a 
three-state area. Centralized purchasing can obviously offer additional dis- 
count and specification advantages. 


One of our auditors studied these purchases and developed an analysis 
by location, type, magnitude, and cost element. This analysis clearly indi- 
cated that at certain levels of purchase size the added costs of transportation 
and clerical cost more than offset the advantages realized. 

As a result, the company policy was challenged and has been changed 
to permit local purchasing of certain items. The anticipated annual saving 
is $3,500. 

This points out the need for internal auditors to: 

1. Review well-established and long-standing practices. 
2. Challenge policy where improvement can be effected. 
An alert auditor must at all times ask himself, “Is the present policy 


actually accomplishing management’s desires ?”’ 


Triple Cities Chapter 
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THE INTERNAL AUDITOR’S CREED 

The following creed was prepared by the Forest Service, United States 
Department of Agriculture, for use and guidance of their internal auditors 
in order that they might be constantly mindful of their responsibilities. 

Integrity in every thought and action 

Natural, humble and unassuming in our relationships 

Thorough in every undertaking 

Exemplary in motive and conduct 

Resourceful and imaginative 

Neatness in body and mind 

Ability to deal effectively with others 

Leadership in developing and training personnel 


Alert, inquisitive and discriminating in all tasks 

Unswerving in adherence to principles and objectives 
Determination to achieve ever higher standards of performance 
Initiative in planning and doing 

Temperate in speaking and writing, regardless of the situation 
Observant and attentive 

Rational in analysis and conclusion 


Service to Management the controlling objective 


Constructive, concise, clear 
Reserved in criticism 

Emphatic but not argumentative 
Energetic—especially mentally 


Dedicated to the ideals and objectives of the Forest Service 


J. J. Mallen 
United States Department of Agriculture 
Washington Chapter 


* * * 


ALL IS NOT LOST THAT SEEMS LOST 
Seventy-eight thousand loss reports covering 351,000 pieces of mate- 
rial were initiated by our various manufacturing departments during the 
past fiscal year. The estimated total value of these ranged from several 
hundred thousand dollars to over three millions, This alarming situation 
was one that had worsened considerably over the last two years 


An Operations Audit investigation was instituted. This disclosed that 
in a good many instances, particularly in respect to larger items, the losses 
were not actual. It was found that manufacturing personnel were misusing 
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the Lost Part Replacement document in three ways: (a) their philosophy 
was that it was easier to request a replacement than to locate missing items 
by search or to control material after it had been issued to them; (b) wanted 
parts which had not been issued to them would, through this procedure, 
receive expedited procurement or manufacturing action; (c) the document 
had also been used to obtain work orders authorizing labor on material 
already in their possession. 


Reporting as losses items which were in fact only misplaced had further 
repercussions in over-procurement of materials. 


Weekly reports, based on the Lost Part Replacement forms, were issued 
only to the management of the division reporting the losses, Although these 
reports had been issued for several years, no concerted action toward inves- 
tigation and correction of the worsening situation had been taken. As a con- 
sequence, operating controls became lax, operating procedures became 
ineffective or were abandoned, and reported losses increased each year. 
Various attempts were made by departments other than those reporting 
the losses to investigate and insure proper reporting, but their attempts 
were futile. 


The Operations Audit Report illustrated our findings by means of 
graphs, photographs, and a bar chart as exhibits in the report. The graphs 
showed a 200 per cent increase in reported losses over the preceding year 
and more than 900 per cent increase over reported losses two years ago. The 
photographs revealed the volume of paperwork involved. The bar chart dem- 
onstrated the unreliability of approvals authorizing reporting of losses. 


The audit report was distributed to the division audited and to other 
divisions that were indirectly affected, such as Procurement and Fiscal Divi- 
sions. This distribution was credited with bringing a bad situation to top 
management’s attention, and as a result, within.one week after issuance of 
the audit report corrective action had been taken. 


Follow-up activity by this audit group has revealed that losses are now 
being investigated before replacement, procedures are being revised, house- 
keeping practices are being installed, and more effective management con- 
trol reports are being instituted. Although full effect of these measures has 
not yet been realized, the reported losses in the two months elapsed since 
our audit have been less than 10 per cent of those noted in the last week of 
the audit; and there have been no delays in the manufacturing schedule 
attributable to these control measures, 

St. Louis Chapter 
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A THREE-IN-ONE FUND 

The internal auditors, in pursuing a continuous functional audit of count- 
ing departmental petty cash funds, discovered the unusual situation of one 
fund custodian having signed for three permanent fund advances. The situa- 
tion had been previously noticed in an audit of the parent fund from which 
petty cash advances are made. The auditors requested the custodian to sub- 
mit his petty cash balance for counting and he replied that he had none. Sub 
sequently, he confessed he had personally used the money. With dispatch, 
he paid back the cash advanced him through a loan on his home. 


The auditors decided to go further; they began to audit the service 
activity in charge of the fund custodian. The activity involved payments by 
outsiders in advance of service rendered ; some of these in currency instead 
of by draft. A nonfinancial record of service recipients was compared with 
collection records. Missing payments were disclosed. The custodian again 
confessed, this time saying that he had withheld all receipts of currency 
Full restitution by the peculator was made through his retirement fund cash 
accumulation. 


The auditors completed their program by taking immediate staff-function 
steps to see that procedural gaps were corrected. 


A. E. Marien 


University of Illinois 


Chicago Chapter 











READERS’ PROBLEM CLINIC 
Edited by FREDERIC E. MINTS 


With this issue we present a new feature devoted to providing helpful 
answers to reader questions on internal auditing problems. Questions re- 
ceived will be submitted to a panel of experienced auditors, who have agreed 
to make the benefit of their experience available to our readers. Individual 
replies will be sent to all questions, and those considered to be of general 
interest will be published in future issues. Questions should be sent to: 

Readers’ Problem Clinic 

Institute of Internal Auditors 

120 Wall Street 

New York 5, New York 


Q. We follow the practice of reviewing our audit reports in draft with 
the line personnel concerned. In doing so, we frequently are pressured to 
rephrase our language to make the report “sound better,” although the 
basic facts described are admittedly accurate. Should the auditor concede 
language changes of this kind, or should he stand his ground on the basis 
that “if the facts are accurately stated, it is my privilege to present them 
as I choose”: 
A. The auditor has a basic responsibility to present the facts fairly as well 
as accurately. If, in the writing, he has injected a coloration which tends to 
present a biased picture of the facts, rather than an objective one, it would 
seem desirable to rephrase the language, If, however, all the facts are pre- 
sented, and presented objectively, we believe the auditor should express 
his opinions, derived from those facts, in his own words—using calm, reason- 
able language without emotional overtones or partisan bias. 

We would prefer to see the opinions of affected line personnel, when 
they differ from those of the auditor, included in the report as a separate 
statement, leaving the reader to draw his own conclusions. 


OQ. How much actual training in EDPM programming is needed by audi- 
tors to equip them to handle work produced by electronic data processing 
systems, and what percentage of the audit staff should have this training ? 

A. At the Washington conference, the consensus of opinion among rep- 
resentatives of fifteen companies in which auditors had attended program- 
ming schools was that an over-all understanding of the principles of pro- 
gramming is very necessary, but that such training can be accomplished in 
a relatively short time through the two-week courses given by the equip- 
ment manufacturers instead of the more detailed six-week courses. The 
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principal need is for the auditor to learn the terminology used by the tech 
nicians and understand the general principles of how the machines work. 
When the language barrier is broken, the auditor can readily apply his basic 
background in control principles to this field, just as with data produced by 
punched-card machines. 

In most companies, it should be sufficient to have two or three auditors 
take the basic instruction course. After these men have learned to adapt the 
basic technical instruction to audit problems they can then train other mem- 
bers of the audit staff. For this purpose, on the job training, under actual 
audit conditions, would seem preferable to generalized lectures. 


QO. To what extent should the internal auditor participate in negotiations 
for significant construction contracts, particularly those of a cost-plus type? 
1. We believe that it is desirable to have a representative of the audit 
staff at least review the construction contracts before they are finalized, to 
ensure that provision has been made for such things as: (1) the right to 
audit project costs during construction as well as after completion; (2) 
clear definitions of reimbursable costs including labor rates, equipment 
rental rates, travel and living expenses, transportation charges, office ex- 
penses, etc.; (3) computation and payment of the contractor's fees; (4) in 
surance coverage; (5) liability for taxes; (6) formula for computation of 
overhead costs; (7) requirements for internal controls to be provided by 
the contractor; (8) the contractor’s bond; and (9) terms of acceptance of 
the job an< release of the contractor from further obligation 
In some companies the auditor is called on to be present when bids by 

general contractors (and subsequent subcontractors) are opened, to ascer- 
tain that accepted bidding principles are complied with. 

Q. What should an auditor do when he encounters a situation which, while 
complying with a company policy, does not appear to be in the company’s 
best interests ? 

A. We believe it is entirely proper for the auditor to consider the pro 
priety and effectiveness of management policy and decisions. The usefulness 
of internal auditing as a tool of management is greatly enhanced where thi 
auditor is encouraged to raise well-considered questions and make thought 
ful recommendations, even though these may imply disagreement wit! 
management policy, decision or custom. The auditor should bring to manage 
ment’s attention the losses or potential losses which may result from con 
tinuation of present practices, and present any constructive recommenda 
tions which he may develop, However, he should first discuss the matter 
with appropriate officials to ascertain whether there are extenuating cir- 
cumstances which, in the opinion of management, justify the course of action 
embodied in the policy. 











STUDENT’S DEPARTMENT 
Edited by C. A. WINDT 


Articles in these pages are compiled because of their special help 


and interest to students. 





WORDS IN ACTION 


The phenomenal growth of industry in the last decade has produced 
many important changes in former business practices, Not the least of these 
changes has occurred in methods of intercommunication between the expand 
ing segments of business concerns and even between related management 
levels. In this day of highly decentralized organizational structure the use 
of former channels of communication such as “across the desk discussions” 
has become increasingly difficult or impractical for the presentation of ideas 
to top management. Instead, more and more reliance is being placed on the 


written report or memorandum as a medium for initiating executive action. 


Putting action into report language is not easy and requires two essen- 
tial ingredients—Practice and Patience. Aside from these requirements, 
there are certain other basic factors that the writer should observe to give 
his report or memorandum direction and at the same time to assure reader 
interest. These factors are as follows: 


Material should be organized to lead the reader to a desired conclu- 


sion. 
Sentence structure should be simple and should express only one idea. 


Thoughts should be stated in a concise and clear manner readily under- 
standable to the reader. 


Make your report or memo distinctive in appearance and easily read- 
able. 


The use of a forceful, direct approach stated in simple language will 
always result in a communication that will command attention. Once having 
attained that objective, the writer can be reasonably assured that his care- 
fully prepared report or memorandum will trigger the desired action. 
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PREPARING THE AUDIT REPORT 


Reporting his audit findings in the most cffective manner is an important 
aspect of the internal auditor’s work. As such, there is a need for continued 
emphasis on the proper preparation of the audit report to improve the 
manner of presentation. The two articles which follow offer helpful guides 
for developing audit comments and for preparing the final report so as to 
obtain better reader interest. Although the subject is approached from 
divergent viewpoints, it is interesting to note how the conclusions reached 
by an accounting graduate, on the one hand, are in agreement with the 
philosophy and policy set forth in the excerpt from the audit manual of an 
active internal audit organization. 


AUDIT REPORTS 


Courtesy of the Internal Auditing Department, Caterpillar Tractor Company 


RITING the report is the final step in the orderly procedure of 

making an audit. This final step becomes one of the most important 
as it is the end product of the auditing function. Audit reports represent a 
formal record of the results of investigations and furnish one of the few 
means whereby the effectiveness of the internal audit function can be judged 
by management. Reports, therefore, should be clear, correct, and concis¢ 
It should not be necessary for management to ask for additional data for a 
complete understanding of an unsatisfactory condition, Generalities in pre 
senting facts should be avoided. Cases should be described with specific ex 
amples and actual dollar amounts. 


Because audit reports represent formal means of reporting to manage 
ment, care should be taken in seeing that the reports are representative of 
the auditing function. Statements must be accurate and factual ; the language 
must be clear and not subject to misinterpretation ; and an effort must be 
made to make the remarks and analysis both interesting and constructive. 
There is no magic formula which will guarantee the creation of an audit re- 
port, ideal in all respects and accepted with equal enthusiasm as a literary 
masterpiece by all who are privileged to read it. If there is one rule that can 
be advanced it would be—try to write it so it will be read. 


The following outline may be useful in the preparation of the report 

1. Objective. Clearly state the purpose or objective of the audit. 

2. Scope. A general statement or two as to the extent of the audit or 
what the auditor did. A voluminous detailed scope of the audit should 
never be included in the report. If presentation of the detail is neces 
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sary, it should be attached as an appendix to the report. There is 
nothing that discourages a reader so much as having to wade through 
a mass of detail to get to the substance of the report. 

3. Findings. Discrepancies noted and weaknesses, if any, which per- 
mitted those discrepancies to go undetected. If the records were 
found to be accurate and neat—say so, 


4. Recommendations. Constructive suggestions or recommendations 
for the correction or improvement of weakness in the system or its 
functioning. In general, the report should state that such recom- 
mendations were accepted. If not, the reasons for rejection should 
be clearly and definitely stated. 


mn 


Conclusions. Appraisal of the over-all condition or an opinion of 
the activity or account. 


When a change in procedure is recommended, the current procedure 
should be explained, the objections to it should be stated, and the reason 
for and the recommended change should be clearly written. 


Before starting to write a report, the auditor should prepare an outline 
of the matters which are to be presented. This involves screening all findings 
and comments in the audit working papers to distinguish the important from 
the unimportant—a task requiring the use of considerable judgment. After 
the data have been accumulated for the report, a rough draft should be made, 
keeping in mind that the objective is to present in an impersonal manner, a 
concise, clear, factual review of the conditions found, together with pertinent 
suggestions. 

Upon completion, the draft should be reviewed critically by the writer 
for the purpose of: 


1. Eliminating jargon and everything not of value to a clear and cor- 
b> Sb > n 
rect presentation of necessary information. 


- 


2. Assuring that all statements are completely supported by the working 
papers. 

3. Determining whether findings are presented fairly and objectively. 

+. Making sure that grammar, punctuation, and spelling are correct. 

5. Ascertaining that the language used is simple and direct and that 
short words are used wherever possible. 

6. Testing each sentence for clearness, correctness and conciseness. 

a. Clearness means not only that every sentence can be understood 
but also that it cannot be misunderstood. 

b. Correctness means that the facts must be stated accurately. 
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c. Conciseness means that every idea must be expressed in a mini 
mum of words and yet be complete and readable. 


Two publications that might be of assistance in report writing are “The 
Technique of Clear Writing,” by Robert Gunning, and “The Language of 
Audit Reports,” by Laura Grace Hunter. 


When the auditor is satisfied with the draft, it is good practice to review 
his report with the auditee. This is particularly advisable in cases where 
procedures or records are criticized or where controversial subjects or 
recommended changes in procedures or methods are involved. This does 
not mean that the auditor should change the report because the auditee feels 
that there are extenuating circumstances. Reference to such circumstances 
may be included in the report if the auditor believes they are valid and 
relevant. Further, the discussion may develop certain additional facts which 
contradict or qualify statements made in the report. The opportunity to 
make such changes should never be overlooked to minimize the possibility 


of having to retract an erroneous statement later. 


Reports should always state that the recommendations made by the 


auditor have been adopted or the reasons why they were not adopted 
Where a controversial matter is involved and the auditor and auditee can 
not agree on the subject, the opinions of both should be fully reported so 


management may have all the facts on which to base a decision 


If the audit report is to include a rather detailed list of errors and irregu 
larities, the auditor should be sure to protect himself by including in that list 
all important matters even though top management has been previously 
informed of them or even though the auditee has agreed to cure the causes 
responsible for them. Failure to place such items on the record may at some 


later time be judged a careless oversight. 


The report should be addressed to the Controller or Plant Chief Ac 
countant, as the case may be, with copies forwarded to the various depart 
ment heads directly concerned with the report, When only certain parts of 
a report may be of interest to other officials, excerpts should be made of 
those portions which can then be distributed separately. This will not only 
save executive time but will also prevent nonessential information from 
reaching individuals who are not concerned. 


When the report has been reviewed by the auditor in charge and is 
ready to be issued, it should be remembered that the report is the final 
product of the auditing staff and therefore should be impressive in appear 
ance. To this end, the report should be neatly arranged, typed on good 
paper and bound and covered. This will tend to distinguish the report from 
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other written papers and will imply the significance and importance due 
an audit report. 


The report should always be signed by the auditor in charge of the 
auditing function as he must accept the responsibility for the content of the 
report. It may also be desirable to include the name of the staff member 
who performed the audit, either in the body of the report or at the end of 
the report. Another practice may be for the staff member to sign the report 
with a counter-signature by the auditor in charge. Either procedure is 
acceptable and tends to place recognition, as well as a part of the audit 
responsibility, on the person conducting the audit. 


The effectiveness of internal auditing depends not only upon the auditing 
techniques themselves, but also upon the use that is made of audit results. 
The effective presentation of reports, the maintenance and preservation of 
satisfactory relationships with line organizations and the development of 
high type auditors all contribute in an important sense to the success of the 
auditing function. These are phases of audit performance which we, as 
auditors, would do well to explore and exploit to enhance the profession 
of internal auditing. 


ll. FUNDAMENTAL PRINCIPLES FOR CONSTRUCTING AN AUDIT REPORT 
By GEORGE F. MALECEK 


HE audit report, end product of the auditor’s work, is a communica- 

tion designed to bring information and fact to management. If the 
report is to be useful, three things must be considered in its construction: 
persons, content and form. 


1. The persons involved, both those reported to and those about whom 
the report is written, must be considered in its preparation. The 
report must be drafted in tactful and diplomatic language without 
compromising important essentials. “Proper choice of words can 
avoid the possibility of arousing antagonism without omitting any 
facts.” 

2. The content of the report must have the following elements : 

a. [Emphasis on “exceptions” to policies, plans and programs. 
b. Criticism supported by facts and background data on the condi 
tions which are responsible. 





GEORGE F. MALECEK is presently studying for his doctorate in the Graduate 
School of Business of Columbia University, from which he received his Master's de- 
gree in 1958. He has studied at St. Louis University and St. Mary's University, and 
taught accounting at the latter for four years. He is a member of the Society of 
Mary, is a CPA in Texas, and is a member of several accounting organizations. 





Student's Department 69 


c. Recommendations for improvement following each criticism. Re- 
ports should be designed not only as a medium of information, 
but more importantly, should serve as a basis for initiating prompt 
corrective action, 

|. Differentiation between the facts which the audit has disclosed, 

and the interpretation of these facts by the auditor. 

3. Finally, attention must be given to the form of the report. 

a. Generally, audit reports are prepared in narrative form and are 
supplemented by charts and tabulations, where necessary. Where 
possible, the reader’s preferences should be considered in develop 
ing report format, Some circumstances may require that a straight 
narrative form be used; others, that reports be in outline; and 
still others that graphs and schedules be used profusely. 

b. Good composition is a fundamental precept of report writing. 
This does not refer solely to observance of the rules of spelling, 
punctuation and grammar. Equally important are clarity, cot 
rectness, conciseness and logic in the expression and presentation 
of facts and ideas. All make for a well-rounded, readable audit 
report. 


WHAT THE INTERNAL AUDITOR 
EXPECTS OF MANAGEMENT 
By JAMES R. EVANS 


Chief Auditor, Armstrong Cork Company 


One of the principal tenets of the internal auditing profession is the 
need to gain Management Acceptance. The author of this article points 
out that to attain this objective and the active support of top management, 
the auditor must create a favorable working atmosphere at all management 
levels. 

HIE over-all objective of internal auditing is to assist all members of 
management in the effective discharge of their responsibilities. 
(Quoted from the “Statement of Responsibilities of the Internal Auditor.” ) 

Can we not also make a “Statement of Responsibilities of MANAGEMENT” 
to include: “to aid the internal auditor in the effective discharge of HIs 
responsibilities” ? 

The more internal auditors are heard to discuss their problems (par- 
ticularly across the conference table at Institute sessions), the more one 
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becomes convinced that the fundamental problem with which they are deal- 
ing is the need for management to take the initiative in developing and 
aiding the internal audit function. 


This statement does not imply that management should underwrite, 
endorse, and support all actions of the internal audit group. Rather, top 
management should define what is expected of the audit function, appraise 
the performance according to this definition, and staff the function with 
individuals capable of meeting the expected standards of performance. Hav 
ing done this, however, management at all levels should be given the 
responsibility for full support of the audit program 


This raises a question sunilar to that old one: “Which came first, the 
hen or the egg?” In this case, it’s which comes first, assistance from man- 
agement or earning management acceptance? To answer this, management 
must be viewed as separable into three levels: top, middle, and first line. 


TOP MANAGEMENT (The Officers and Directors of the Company 


Management at this level makes the first move by the decision to have 
an internal auditor (and this term is used broadly to include either an 
individual or a staff unit). It is only proper, therefore, that top management 
should define auditing responsibilities and select personnel that, in their 
opinion, are capable of producing desired results. The ideal, of course, is 
achieved when this occurs simultaneously. However, modern internal audit- 
ing activities have, in many cases, emerged somewhat like a process of 
osmosis from now antiquated “check and double check” verification units, 
once flatteringly called “audit departments.” Sometime during this process 
of development, however, top management should have moved to establish 
a new concept of internal auditing. Often the problems discussed by internal 
auditors point up the fact that this has never been done in their organization. 


Assuming that top management has defined responsibilities and has 
selected a capable staff, it is up to the auditor to earn management accept- 
ance through a professional approach to his job. This approach will recognize 
all those qualities which make for effective internal auditing, such as man- 
agement viewpoint, operations perspective, human relations, and technical 
proficiency. While the approach will apply at all levels of management, it 
is usually reflected first in reactions from tke lower level and eventually 
should result in complete support of the auditor by top management. 


JAMES R. EVANS is Chief Auditor of the Armstrong Cork Company, Lancaster, 
Pa., and Secretary and Director for “The Institute of Management.” He is a Past 
President of the Lancaster Chapter of the National Association of Accountants and 
has contributed numerous articles to “The N. A. A. Bulletin.” He was a recipient of 
a Lybrand certificate of merit for contributions to accounting literature. 
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It takes teamwork to operate an effective audit staff. It also takes team 
work for each auditor to operate effectively with middle management and 
first line management. The auditor must recognize that he is on the same 
team as the management with whom he is dealing. If he does, his approach 
will be improved and he will earn the cooperation and respect he seeks. 
When this occurs, it is inevitable that favorable communications from lower 
levels to top management will do much to gain acceptance, recognition, and 
support for the audit function. 

MIDDLE MANAGEMENT (Plant Managers and Staff Department Heads 

It has already been implied that earning acceptance precedes coopera 
tion and assistance from this level of management whereas actually they 
occur almost simultaneously. Experience teaches us that middle manage 
ment’s reaction is defensive when first approached by an auditor. This 
reaction stems from concern for the unknown, Will the auditor be a charlatan 
jumping to conclusions, disrupting the organization and making exaggerated 
claims of “findings”? Rarely is middle management concerned that the audi 
tor will find any significant exceptions, because quite naturally it is confi 
dent of the quality of its stewardship. And usually it is correct in this self 
appraisal. 

The auditor must recognize this to be a normal reaction and at the ver) 
outset of his assignment should clarify his position. He should make it 
clear that he is also a member of the management team, and as such, is 
interested in the common goals of the organization. At the same time, he 
should point out that he is charged with the responsibility for ascertaining 
that the principles and policies established by top management to attain the 
desired objectives are followed throughout the organization. Although his 
primary interest is in things of a financial and accounting nature, this scope 
is sufficiently broad to touch upon almost every phase « 


f corporate activity. 

Having established his position on the management team, the auditor 
is ready to carry out his assignment in an atmosphere of better understand 
ing from middle management. However, all this can be wasted effort if the 
audit is not carefully planned and carried out. The examination should be 
analyzed in advance and all possible preparatory work should be completed 
before arriving “on location.’’ This avoids preliminary fumblings and helps 
to expedite the audit. 


The next point to consider in routine contacts with middle management 
is the proper classification of audit findings. Each audit comment should be 
carefully screened for factual support, should then be presented in clear but 
not terse language and should be given only the weight its importance 
merits. Minor matters can be handled on a memorandum basis between 











72 The Internal Auditor 


auditor and middle manager. More important items should be included in 
formal reports which receive wider circulation. This method of handling 
findings according to significance creates good will and actually prompts 
more rapid settling of minor matters. 


As to those significant findings covered in a formal report, there should 
be mutual agreement as to the relative importance and the corrective action 
to be taken. At this point the auditor must be “open-minded” and receptive 
to suggestions for achieving the desired results. 


Except in very unusual circumstances, much is gained by permitting the 
department manager to review the draft of the formal audit report before 
it is circularized to his superiors. 


FIRST LINE SUPERVISION (Foremen, Plant Controllers, Staff Supervisors, Work 
Leaders 


Much of what has already been said applies equally well to this final 
level of management. Since these are the people with whom the auditor 
spends most of his time, they are the ones who will first notice a poorly 
planned or executed audit, They deserve to have the inconvenience of an 
audit made as convenient as possible. This means scheduling the audit work 
and timing it as much as possible to avoid peak workload periods of the 
line personnel. It means courtesy in dealing with personnel, orderliness in 
handling and returning records, and gentlemanly conduct for all phases of 


the assignment. 


A good practice is to ask “Why?” when asking “What?” and “Who?” 
This often leans the auditor to a better understanding before he takes a 
categorical position that something is wrong. Along these same lines, it might 
be said that a good auditor operates by questioning people and examining 
records rather than examining people and questioning records. 


When the audit is completed, a courteous and sincere expression of 
appreciation to those people upon whose time the auditor has made most 
of his demands will do a lot to assure cooperation in future audits. 


SUMMARY 


In review order, therefore, a good auditor (a) will establish himself with 
departmental personnel as a courteous and considerate worker; (b) will 
make his position as a member of the management team clear with depart- 
ment heads (or middle management) and conduct his audits accordingly ; 
and (c) will earn the support of top management through his professional 
approach to his job as internal auditor and through the favorable reactions 
from all management levels. 
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In turn, top management must clearly define the responsibilities assigned 
to the internal auditor and must provide the proper organizational climate 
and qualified personnel for carrying out these responsibilities. 


AUDITING CASE STUDIES 


The following case studies are taken from a series prepared by thi 
Internal Auditing Committee of American Gas Association and Edison 
Electrical Institute. 


[hese cases are presented because the circumstances are similar and 
because the subject matter is one that is not usually given particular atten- 
tion in the consideration of internal audit coverage. The cases serve to 
illustrate how the internal auditor can increase his service to management 


by an objective appraisal of real estate holdings and related transactions. 


Although the cases pertain to specific experiences in utility companies 
the problems involved and the suggested corrective handling could apply 
to almost any type of business where the opportunity for similar difficulties 


exists. 


Subject: REVIEW OF IDLE REAL ESTATE HOLDINGS 
REVIEW of idle real estate and leaseholds owned and not used in 
operations can be of great benefit to the company concerned and should 


stimulate the necessary action for disposal or use by some other activity. 


This review may bs. accomplished by the personnel of the Auditing 
Department as a special feature of the regular audits being made throughout 
the year. 


Idle property is an expensive proposition; it yields no return, and in 
addition to its wasted investment, it carries with it numerous items of cost 
such as taxes, insurance and its accompanying expenditures of recording 
and record keeping, all of which are of no benefit to the company. 


Idle real estate, like any other idle and useless equipment, accumulates 
to a considerable extent, Unless reviewed periodically it can become a pet 
of the management which controls it, under the guise that it may be of 
some use in the future. In the event this never happens, the consequent 
result is continued outlay and wasted expense, accumulating to such an 
extent that it becomes unmanageable. 


To facilitate the survey a form was devised to provide the following 
data upon completion : 
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1. Each piece of property should be recorded separately according to 
operating division or geographical location for future reference. 


tw 


Each piece of property should be described as to whether it is wholly 
owned, leased or rented and whether there is any structure or tenant 
occupying the premises. 

3. Is the property income producing? Does the tenant have a lease? 
4. If owned, are there any encumbrances on the property. 

5. Original costs and tax valuation and rate. 

6. Other fixed or maintenance costs. 

7. Reasons for retaining the property or are there possibilities of future 
use. . 


From this analysis, a report to management can then be prepared and 
a summary together with recommendations for either retaining or disposing 
of the property can be presented, showing any statistical data which may 
support such recommendations. 


A register of idle property should be maintained by geographical loca 
tion for ready reference by the Tax Department and to record any changes 
in ownership status. 


Subject: AUDIT OF RENTAL DISBURSEMENTS 

A list of all rented properties, such as real estate and office buildings, 
was prepared by the centralized accounting department and sent to an a 
counting department representative in each operating division for investi- 
gation. Usage and account distribution were among the items to be checked. 


It was found that rent was being paid for a storage yard which had not 
been in use for over a year. Garage rental was being paid in one instance 
where the employee for whose car the garage had been rented had been 
transferred to a different town. 


The study, in addition to the dollar savings, provided the basis for an 
up-to-date distribution of rental charges. 


Subject: AUDIT OF REAL ESTATE PURCHASE TRANSACTIONS 

In anticipating future expansion, it is frequently necessary to buy and 
sell real estate to provide for new plant sites, branches and related rights of 
way. 

During a recent audit of real estate and right-of-way transactions, a 
survey was made of certain holdings of real estate not yet in company use 
to determine: 


Student’s Department 
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a. That individuals occupying or using property were doing so in 
accordance with agreements made with the company. 

b. That fees and rents collected for such use were properly recorded 
on the books of the company. 


c. The status and condition of any vacant property. 


The survey was conducted by selecting certain real estate holdings and 
physically reviewing all property held for future use in that area. The 
Property Department tax records, which include a plat of each land parcel, 
were used as a basis for the review. The survey disclosed several encroach 
ments which involved a former electric railway roadbed, 66 feet wide and 
approximately 35 miles long, that was purchased for right-of-way pur- 
poses. One section of approximately 200 feet was found to be fenced off for 
livestock use; another section, three miles long, was being used as a public 
roadway. Under State laws these properties could be claimed by the parties 
using the property after a prescribed number of years. 


The number of encroachments on company properties revealed by this 
test survey was reported to the company real estate agent for corrective 
action. We also brought to-the attention of the Property Department that the 
follow-up and periodic review of property held for future company use had 
not been adequate. 








READINGS OF INTEREST 
TO INTERNAL AUDITORS 


Subject: ACCOUNTING IN THE U. S. S. R. 
By: Richard B. Purdue, Chirnside, Roberts and Langston; and E. Joe de 
Maris, University of Illinois 
Published in The Journal of Accountancy, July 1959 
270 Madison Avenue, New York 16, N. Y 


These two articles—one “Techniques of Soviet Accounting,” the other 
“Problems of the Russian Accountant”—provide an extremely inte: 
esting account of the similarities and differences in the Soviet ar 


American accounting systems. 


The accounting system*in the Soviet Union is like that of the West 
but much more highly standardized. Policies and practices are set by 
the state and are uniform for each industry; thus the Soviet account 
ant has few choices to make. Application of standard costs is mucl 
simpler than here, as prices are set by the state, and each enterprise 
is forced to operate as near capacity as possible 


The chief accountant in a Soviet plant has considerably more respon 
sibility than the same officer in an American firm, as he is head cost 
accountant and controller of the firm as well as head bookkeeper. His 
duties and rights are fixed by law. Together with the director of th 
plant, he sets a goal which is acceptable to the higher powers but can 
be surpassed by a reasonable margin. Pressure to not only meet but to 
surpass goals creates a temptation to juggle figures. However, the 
penalties for so doing are serious 


As these articles show, superti ially the Soviet accou 
very similar to ours. Actually the control exercised by the totalita 
state creates a vast difference 


Subject: TECHNIQUES FOR SUCCESSFUL MEETINGS AND CONFERENCES 
By: Arthur M. Sargent, California Society of CPAs 
Published in The Journal of Accountancy, June 

270 Madison Avenue, New York 16, N. Y 


Meetings and conferences are an important part of any professional 
man’s life; yet too often valuable time is wasted through lack of 


attention to the techniques for running a meeting 


The author discusses various means for improving the value of 
meetings and conferences. Meetings must have a purpose known to 
those participating ; participation must be active; effective communi 
cation must be established; leadership must be effective. Finally, the 


meeting must be evaluated honestly by all present 


This article presents good suggestions for improving the quality of 
meetings and includes a bibliography of books on the subject for those 
who desire further information 
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Readings of Interest 


Subject: INTERNAL CONTROL, AUDIT TRAIL, AND ELECTRONICS 
By: Kenneth G. Cadematori, Price Waterhouse & Co. 
Published in The New York Certified Public Accountant, June 1959 
355 Lexington Avenue, New York 17, N. Y 


Articles have been written about management's progress with EDP 
and about the need for the auditor to be in on the initial planning 
for an EDP system. However, little has been reported on the results 
of the auditor’s experience during the last four years 


The approach to EDP discussed in this article is a composite of 
the best, not that taken by most independent auditors. Subjects dis 
cussed include reasons for reviewing EDP, stages for review, effect 
of EDP on internal controls and establishment of alternative controls, 
the effect of EDP on auditing. Under the last topic the author detai 
problems encountered in the development of electronic audit programs 
l tions, program control, and completeness of disclosur: 


conclusion the author presents an evaluation of the lessons gained 
“aa 


through the experience of the last four years with EDP and sugges 
ions for improvement to fully utilize the potentialitic f this « 
ment 


Subject: ACCOUNTING FOR Oil AND GAS PRODUCERS: PRINCIPLES, PRO- 
CEDURES AND CONTROLS 

By: C. Aubrey Smith, University of Texas, and Horace Brock, Ohio State 
University 


Accounting procedures in the oil and gas producii 
.. cant oo nractice TI ut] his book. th: ie ae 
ide Variation in practice he authors of this DoOoOK, I gh inte 
views with individuals in the industry, examinati , ire 


nanuals, and extensive research, have written an “Industry” bool 
resenting a discussion of the various current account 

the authors point out means to improve present policies a to mal 
procedures more uniform 


Although the main purpose of the book is a critical study of a 


y 
ounting procedures, the economics of the petroleum industry, g g 
cal and geophysical activities, drilling operation pecial contracts 
| pat , tior ] liscu lt 1 hacl 
1 company organization are als LISCUSSCE TOV es WAC? 
or understanding of the problen the industry. Other r 
perati namely joint interests and unitization, production of 


natural gas, budgets and forecasts are described and analyzed wh« 


ever such discussion seems of help in explaining the accom 





in} 
accounting procedures. The appendices show various clauses in a 
producers’ 88 form lease and an accounting pr lure for unit and 


joint lease operations 
Prentice Hall 
70 Fifth Avenue 
New York 11, N. ¥ 
Price $8.00 536 pages 
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: IDEAS FOR MANAGEMENT 
Systems and Procedures Association 


Ideas for Management covers the proceedings of the 11th annual 
International Systems Meeting held at Buffalo, N. Y. Included ar: 
the full text of all speeches, the seminar sessions, the Educators’ 
Round Table session, and a complete listing of courses offered by 
American universities and colleges in systems work, electronic data 
processing, Operations Research and related management sciences 


The general headings under which the articles are grouped are: 
world systems, anatomy of systems, systems communications and elec 
tronics, automation in factory and business, and operations research 
in systems. The seminar sessions cover systems for management, 
systems at work, systems tools and techniques, and systems—clectronic 
data processing . 

Systems and Procedures Association 

4463 Penobscot Building 

Detroit, Mich 

Price $16.00 440 pages 


HOW TO ADMINISTER CAPITAL SPENDING 

John B. Matthews, Jr., Harvard Business School 

Published in Harvard Business Review, March-April 1959 
(Soldiers Field, Boston 63, Mass. 


Much has been written about the financial and economic analyses 
needed before decisions on capita! expenditures can be properly arrived 


at. Very little, however, has been written about “the administrative 
context in which analyses and decisions are made.’ 


The author of this article has made intensive studies of capital ex 
penditure programs and policies in several firms. On the basis of his 
research into the experiences of these companies he has presented a 
study of some of the main problems and possible solutions in admin 
istration of capital expenditures. First is the establishment of goals 
and guidelines, both long and short-term. Next, the management must 
listen to ideas from all levels of personnel. Many ideas for improve 
ments come from the lower levels, not from top management. Budgets 
can be a valuable tool in clarifying the thinking on proposals. Respon 
sibility for capital spending must be fixed definitely, preferably with 
a senior official well versed in financial aspects 


After the decisions have been made and carried out, project results 
should be evaluated. Performance reports are usually prepared by 
the originating officials together with some financial group established 
to review capital expenditures. Sometimes these reports are the 
responsibility of the internal audit department. The author discusses 
factors to be considered in the evaluation, the impact of the change 
on the organization, and ways to gain acceptance from personnel 





Readings of Interest 


Subject: MACHINE ACCOUNTING AND RETURN ON INVESTMENT 


By: 


Subject: 
By: 


Kenneth V. Sampson, Lockheed Aircraft Corporation 
Published in Journal of Machine Accounting, June 1959 
(208 South Main Street, Paris, Illinois 


To be of most service to management the machine accountant must 
learn to understand the top management viewpoint, to think like 
management. The author feels that at present top management and 
the machine accountant are too far apart in their thinking. He sug 
gests that the latter should stop talking “in a foreign technical lan- 
guage,” should keep up on all the new developments in his field, 
and should realize the interrelation between machine accounting and 
the rest of the organization. 


“Management's primary concern is, or should be, the earning of a 
higher return on the amount invested in the business.” The author 
discusses the need for machine accountants to fully understand this 
point and gives illustrations of ways in which they can be of assistance 
to management. “Help management—top management—solve its re 
turn on investment problems and you will be helping every level ot 
management.” 


MAJOR INFLUENCES ON ACCOUNTING EDUCATION 

Harry D. Kerrigan, University of Connecticut 

Published in The Accounting Review, July 1959 
University of Michigan, Ann Arbor, Michigan 


The nature and objectives of college-level courses in accounting hav: 
come under increasing study. This article discusses the influence ot 
the teaching of accounting exerted by economics teachers, busines 
theorists, advocates of business management, public accountants-turned 
teachers, and controllers. 


The author feels that accounting has too often been treated 


a a 
‘low-level” course. The economists have felt little or no need for 
teaching of accounting as such, but have stressed economic theor 

and principles. The business theorists have stressed such study as thx 
nature of business enterprise and its social significance; advocates of 
business management stress training for executive roles. The publi 
accountants naturally stress public accounting; yet fewer than 20 per 
cent of the graduates enter public accounting, and only about 10 
per cent stay in it. 


[he influence of controllers has been felt but little; however, the 
author feels that here lies the greatest potential for improvement. “T] 
controllership market is the biggest market we have to absorb or 
graduates.” 


1 


The author presents suggestions for improving the teaching of a 
counting through use of some features from each school of thought, 
through designing a new series of courses and accompanying texts, 
and through willingness to adapt and adjust to changing times 
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Subject: AUDITING VOLUMINOUS DATA BY MODERN SAMPLING METHODS 
By: Dan D. Davis, University of Alabama, and Arch Rounsaville, 
Commodity Credit Corporation 
Published in The Journal of Accountancy, June 1959 
(270 Madison Avenue, New York 16, N. Y.) 


The application of scientific sampling to internal auditing has been a 
subject of much discussion. This article describes an experiment 
performed by the Dallas office of the Commodity Credit Corporation 


The document chosen for the test was the ordinary commercial 
freight bill. The total number of bills was 130,000. Out of this, 200 
were chosen by statistical sampling methods and 2,000 by conven 
tional sampling. Separate audits were made of the two sampling 

and the results were compared. The corporation found that no addi 


tional information was provided by use of the larger sample. 


The authors discuss the steps taken in this audit and the pros and 
cons of statistical sampling techniques in internal auditing 


Subject: PRELUDE TO MECHANIZATION 
By: G. C. Blackaller, Pacific Telephone and Telegraph Company 
Published in Journal of Machine Accounting, April 1959 
208 South Main Street, Paris, Illinois 


In this article the author presents a discussion of work simplification, 
and in particular the work simplification program used by his own 
company. In all business “the cost of handling paper such as letters, 
forms, data, and reports is assuming a magnitude out of all proportior 
to its real worth.” Paper work is constantly increasing, with high-paid 
engineers doing clerical types of work, more clerical people needed to 


1 } j 


guide ti paper, and t 


more executives to mak« ire it gets throug! 


Some of this obviously is not necessary) 


The introduction of computers has pointed up many ways in which 
work should be simplified. The programming necessary to use th 
machines has shown short cuts that can be taken; and certainly no 
saving results from using an expensive computer to do a job that is 
in an archaic state. The author makes many suggestions for general 
ways in which work can be simplified, and gives the specific examples 
of how the process was applied in his company. Electronic machines 
may or may not be necessary; work simplification is, whether or not 
the outcome is purchase of machine accounting equipment 
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Subject: INTERNAL CONTROL AND DEFALCATIONS 
By: Charles A. Stewart, Price Waterhouse & Co. 
Published in The New York Certified Public Accountant, June 1959 
355 Lexington Avenue, New York 17, N. Y 


American business has been faced with a rising number of defalca 
tions. Many losses have been disclosed through improved internal 
controls, but obviously the important need is controls to prevent fraud 
That most defalcations are linked to poor internal control is attested 
by the many defaulters who claim that management made it too easy 
for them to steal! 

Controls must be designed to provide adequat afeguards for 


‘ a 
assets and to assure that all revenues are properly noted, expenditures 





proved, and inventories made regularly. Supplementing these con 
trols should be an internal audit. The author discusses aspects of 
internal control, separation of functions, branch operations, and th 
role of the CPA in helping management to detect and prevent fraud 


BACKGROUND BOOKS 


Subject: THE ELEMENTS OF STYLE 
By: William J. Strunk, Jr. and E. B. White 


Writing style is a matter that should be of importance to internal 
wuditors. Although audit reports are not expected to be literary 
masterpieces, they must be clear, concise and grammatical to be effec 
tive. The Elements of Style should be a boon to all who wish to in 


prove the quality of their written communications 


Professor Strunk, original author of this little book, stressed the 
portance of brevity and correct word usage and set forth basic princi 
ples of grammar, composition and usage. FE. B. White has revised thi 
original text where necessary to bring it up to date and has added : 
final chapter, “An Approach to Style,” containing a very useful list 
f reminders for all who write. 

The MacMillan Company 

60 Fifth Avenu 

New York, N. ¥ 

71 pages Hardcover $2.50 

Paperback $1.00 


WORTH NOTING 


CLASSIFICATION AND CopinGc TECHNIQUES TO FACILITATE ACCOUNTING OPERATIONS 
National Association of Accountants, 505 Park Avenue, New York 22, N. \¥ 
52 pages 

Corporate Recorps Retention, Vol. 2, A Guide to Canadian Federal and Pt 
Requirements 
Controllers’ Institute, 2 Park Avenue, New York. Price $10.00. 275 pag: 

YARDSTICKS FOR INDUSTRIAL RESEARCH 

by James Brian Quinn. Ronald Press Company, 15 East 26th Street, Ne Yor! 


Price $6.50. 224 pages 











EMPLOYMENT SECTION 


This employment section is offered as a service to members and 
others who may be seeking employees or who may be interested 
in new employment. All replies should be addressed to the 
advertiser—if name is given—or addressed to The Institute 
of Internal Auditors, 120 Wall Street, New York 5, N. Y., with 


reference to the Box “E” number. Space rate upon request. 





INTERNAL AUDITOR 


\ major Eastern Railroad with headquarters in N. Y. C. 
offers excellent opportunity for an experienced internal 
auditor to advance to management level position. Travel- 
ing required. Box E-191. 








INTERNAL AUDITOR 


Opening for qualified Junior Accountant, college degree 
or well rounded experience. Firm located in southwest 
near Santa Fe, New Mexico. No travel involved. Re 
ply Employment Manager, The Zia Company, Los Ala- 
mos, New Mexico. 
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Collections of Conference Papers 
WIDENING OUR HORIZONS 








Eighteenth A I Conf 5 papers Price $1.50 
OPERATIONS AUDITING 

Seventeenth Annual Conference—5 papers Price $1.50 
EARNING OUR OPPORTUNITIES 

Sixteenth Annual Conference—6 papers Price $1.50 
PROMOTING PROFESSIONAL PROGRESS 

Fifteenth Annual Conference—8 papers Price $1.50 
INTERNAL AUDITING FOR PROFIT 

Fourteenth Annual Conference—7 papers Price $1.50 

Transfer Binders — for The Internal Auditor 
Box Binder to Hold Eight Issues (two years) Price $3.00 


A circular describing Institute publications will be sent upon request. Orders should be 
sent fo: THE INSTITUTE OF INTERNAL AUDITORS, 120 Wall Street, New York 5, N. Y. 





Other Publications on Internal Auditing 
(Write to publisher for further information) 


INTERNAL AUDITING FOR MANAGEMENT \ 
by FRANK A. LAMPERTI and JOHN B. THURSTON 
Prentice-Hall—Englewood Cliffs, N. J. 


INDUSTRIAL INTERNAL AUDITING 
by W. A. WALKER and W. R. DAVIES 


McGraw-Hill Company—330 W. 42nd Street, New York 18, N. Y. 


BASIC INTERNAL AUDITING 
by JOHN B. THURSTON 
International Textbook Company—Scranton, Pa. 


INTERNAL CONTROL STANDARDS AMD RELATED AUDITING PROCEDURES 
by WALTER H. KAMP and JAMES A. CASHIN 
Brock and Wallston—39 Atlantic Street, Stamford, Conn. 


INTERNAL AUDITING 
by VICTOR Z. BRINK and JAMES A. CASHIN 
Ronald Press—15 E. 26th Street, New York 10, N. Y. 


INTERNAL AUDITING 
by W. W. BIGG and J. O. DAVIES 
Essential Books Inc.—1600 Pollitt Drive, Fair Lawn, N. J. 





























Publications of THE INSTITUTE OF INTERNAL AUDITORS 





INTERNAL CONTROL AGAINST FRAUD AND WASTE 
by BRADFORD CADMUS and ARTHUR J. E. CHILD 
Prentice-Hall—Englewood Cliffs, N. J. 


INTERNAL AUDITING IN INDUSTRY 
Edited by VICTOR Z. BRINK and BRADFORD CADMUS 


INTERNAL AUDITING, PHILOSOPHY AND PRACTICE 
Edited by CHARLES J. FUE 
Brock and Wallston—39 Atlantic Street, Stamford, Conn. 


CASE PROBLEMS IN INTERNAL AUDITING AND CONTROL 
by THE INSTITUTE OF INTERNAL AUDITORS 
Prentice-Hall—Englewood Cliffs, N. J. 


BIBLIOGRAPHY OF INTERNAL AUDITING 
Listings by subject and author 





Research Reports 
INTERNAL AUDIT AND CONTROL OF FACILITIES Price $1.00 
INTERNAL AUDITING IN 1957 Price $1.00 
INTERNAL AUDIT AND CONTROL OF A TRAFFIC DEPARTMENT Price $1.00 


HOW THE SMALLER BUSINESS UTILIZES INTERNAL AUDITING FUNCTIONS Price $1.00 
INTERNAL AUDIT AND CONTROL OF PAYROLL AND ACCOUNTS PAYABLE Price $1.00 


INTERNAL AUDITING AND ELECTRONIC DATA-PROCESSING MACHINES Price $ .50 
INTERNAL AUDIT AND CONTROL OF A PURCHASING DEPARTMENT Price $1.00 


ORGANIZATION AND OPERATION OF AN 
INTERNAL AUDITING DEPARTMENT Price $1.00 





Other Published Material 


INSTRUCTOR’S MANUAL FOR A COLLEGE COURSE 
IN INTERNAL AUDITING 


STATEMENT OF RESPONSIBILITIES OF THE INTERNAL AUDITOR 


THE FIELD OF INTERNAL AUDITING 
Descriptive booklet for Students 

















